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Justice for the Farmer and the Rest of Us 
By HENRY C. TAYLOR* 


Introductory 


HOULD, or should not, our govern- 
ment support the prices of farm 
products? Farm price supports were 
called for by the agricultural interests in 
an organized way 30 years ago when in 
1923 the McNary-Haugen Bill was intro- 
duced in Congress. After ten years of 
persistent effort, and a shifting of 
millions of farm votes from the Republi- 
can to the Democratic Party, farm price 
supports were inaugurated by the very 
group of one-time Republicans who had 
led the fight for ‘equality for agriculture” 
and who found their opportunity for 
action in the Democratic ranks. Since 
1933 farm prices supports have been 
provided. 

Farm price supports were asked for in 
the 1920’s because, with the fall of prices 
following World War I, prices of farm 
products fell far more than the prices of 
the things farmers bought for the home 
and for farm operations. The purchas- 
ing power of farm products went down 
as much as one third. 

Farmers had been induced to expand 
production during the war under the 
slogan, “Food will win the war.” When 
the war was over the farmers were pro- 


*Washington, D. C. 


ducing more than the postwar markets 
would absorb at prices which would 
enable farmers to buy the things they 
needed. 


The United States Department of 
Agriculture enlarged and speeded up its 
information service by initiating Outlook 
Reports in 1923. The specific purpose of 
these reports was to provide farmers with 
facts essential to adjusting their produc- 
tion to the market demand on the basis 
of a fair price. But farmers had brought 
additional land under cultivation at 
considerable expense. They had made 
large expenditures for additional equip- 
ment. Many young farmers had pur- 
chased land at high prices. It was not 
easy to incur additional outlay to con- 
vert plow land into pastures. It was hard 
on the farmer to let machinery stand idle 
while paying the installments on the 
purchase price. Farmers with heavy 
mortgages on their farms could not get 
additional credit. Many of them lost 
their farms for lack of income with 
which to pay interest and installments 
when due. But foreclosure did not put 
the land out of cultivation. The new 
owner, whether banker, insurance com- 
pany, or private individual, kept the 
land in use. Production was not reduced 
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enough to restore the prices of farm prod- 
ucts to their prewar purchasing power. 


Why Price Supports? 


The failure of individual action to 
adjust farm production and maintain 
prices led to movements for collective 
action. ‘Two lines of collective action 
were proposed. Cooperation by farmers 
in marketing their products was for a 
time looked upon as a means of support- 
ing prices. Farmers were organized with 
a view to controlled marketing and price 
maintenance. At President Hoover’s 
request, the Federal Farm Board was 
created by Congress in 1929 to help the 
cooperatives through large federal loans 
of money with which to support prices. 
Though its task was undertaken with 
great sincerity, the Farm Board failed to 
accomplish its purpose. Its officers soon 


came to realize that production must be 
adjusted through collective action on a 


comprehensive scale; that price supports 
without production control would lead 
to disaster. 


At the same time that price supports 
through cooperative effort were being 
promoted by many of the agricultural 
leaders, there were other farmer leaders 
who, thinking they foresaw the failure of 
the cooperative as a price-supporting 
agency, were advocating collective action 
through a government agency which 
would have the power and the resources 
to limit production and support prices on 
a basis which would provide incentives 
that would induce most farmers to par- 
ticipate. It is not our purpose to recite 
the history of farm price supports from 
1933 to the present day but to ask: Why 
farm price supports as a permanent policy, 
and what are the alternatives? 

From 1840 to 1929, when the Federal 
Farm Board was created, the official 
view in Washington was that with full 
information available alike to farmers, 


produce merchants, processors, and con- 
sumers, market prices of farm products 
would be fair prices. In the 1890’s this 
theory was vigorously challenged by 
farmer leaders, but the government held 
to the theory, improved the information 
service, added a foreign marketing service 
to stimulate the export of farm surpluses, 
and left the farmers to ride out the period 
of low prices as best they could. The 
agricultural depression of the 1920’s, 
culminating in the general depression of 
the 1930’s, was far more devastating to 
farmers than the depression of the 1890's, 
Agriculture had become more and more 
commercial and less and less self-sufficing. 
This was true not only in the home but 
also on the farm. Farm power, for 
example, which was produced on the 
farm in the “horse and buggy days,” 
was purchased in the market as the 
tractor, the truck, and the automobile 
replaced the horse. Furthermore, under 
the stimulus of war prices, land prices had 
reached previously unknown high levels 
and farm mortgages were a correspond- 
ingly heavier burden. Under these con- 
ditions low prices meant bankruptcy 
much quicker for the farmer of the 
1920’s and 1930’s than for the farmer of 
the 1890’s. Congress agreed in the 
1920’s that something in the form of col- 
lective action was necessary, but Presi- 
dential vetoes delayed effective legislation 
until a democratic administration estab- 
lished production controls and farm price 
supports in 1933. 


Admitting that farmers needed help in 
the 1920’s and in the 1930’s, are farm 
price supports needed in normal times? 
Has the competitive price-making ma- 
chinery failed to yield fair prices for 
farmers? If so, why? Many farmer 
leaders hold the view that, while farmers 
compete with each other freely, those 
who produce many of the things farmers 
buy for the family and the farm have 
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found means of limiting competition, 
with the result that prices of the things 
farmers buy are above a free competitive 
level. It is said, for example, that even 
where farm machinery manufacturers 
are competing with each other intensively 
for the market there are large monopoly 
elements in the prices of their machines, 
due, in part, to patents or secret processes, 
but in a large measure due to the fact 
that wages are not open competitive 
wages but negotiated wages forced 
upon the industry by the collective action 
of labor organized on an industry-wide 
basis. The view is that the monopoly 
elensents in wages being common 
costs for all the competitors in the indus- 
try can be included in the price, however 
keen the competition may be between 
the various manufacturing enterprises. 
Since in general two-thirds of the cost of 
manufacture is the wages of labor, any 
monopoly element in wages along with 
other monopoly elements may be a 
serious and permanent factor in main- 
taining, on too high a level, the prices of 
the things farmers buy when compared 
with open market prices of the things 
farmers sell. In so far as this condition 
obtains the primary distribution of the 
national income will not be just, and 
permanent price supports or some other 
solution will be called for if justice is to 
be obtained by farmers. 


Labor Organizations Needed 


It is recognized that the effort of 
labor as well as the effort of farmers is to 
gain security of income. This is a worthy 
purpose so long as the methods used lead 
to balanced production that will provide 
the source of continuous fair wages and 
prices. Where there are large corpora- 
tions employing large numbers of men, 
collective bargaining for wages and im- 
proved working conditions is essential. 
But when the power of organized groups 


is used to secure monopoly wages or 
prices at the expense of the well-being of 
other groups the government should 
step in and set metes and bounds in the 
interest of the general welfare. In so far 
as labor unions use methods of collective 
bargaining that secure for workers fair 
competitive wages but not monopoly 
wages, collective bargaining can not be 
the cause of the farmers’ price problem. 

The facts should be reviewed to deter- 
mine where and to what extent wages 
contain a monopoly element that in- 
creases prices of the products of labor. 
Gompers insisted that workers should 
take their gaff in unemployment rather 
than in reduced wages even when living 
costs had greatly declined. In so far as 
this principle is followed by labor, while 
farmers follow the reverse principle of 
taking their gaff in price cuts on their 
products rather than in reduced produc- 
tion, there is bound to be wide fluctuation 
in the purchasing power of farm products. 

If it is believed desirable to preserve 
the competitive private enterprise system 
with competitive prices as a guide in 
production, first consideration should be 
given to the possibility of reducing the in- 
elasticity of wages and any monopoly 
elements in the prices of the things 
farmers buy, rather than undertaking 


- collective action to balance the monopoly 


elements in industrial prices by injecting 
equally effective monopoly elements into 
the prices of things farmers sell. ‘To take 
the latter course means, virtually, to 
abandon private enterprise competition 
as the price-making agency. 

Whenever it has been proposed to take 
the monopoly element out of the prices of 
things farmers buy, labor and manage- 
ment, as well as politicians, have thrown 
up their hands. The American Farm 
Bureau Federation has stated many times 
in the past fifteen years that if all those in 
each of the other occupations would 
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compete with each other as freely as 
farmers compete with each other, farmers 
would ask for nothing from the govern- 
ment excepting research, education, and 
a comprehensive information service 
equally available to all. This proposal 
has been repeated over and over without 
favorable response. Lack of willingness 
of other occupational groups to consider 
freer competition on their part convinced 
farmer voters and organized groups of 
farmers that price supports and controlled 
production are necessary in order to 
secure a just share of the national in- 
come for farmers. 


The Goal of Farm Price Policy 


The public interest is in providing the 
means of sustaining a level of living for 
rural workers comparable to that of 
workers of equal skill and energy em- 
ployed in other occupations. Unfortu- 
nately, no adequate study has been made 
of the comparative levels of living of the 
various classes of farmers and of workers 
of equivalent ability, skill, and activity in 
other occupations. ‘This is information 
essential to parity standards for farmers. 
Research to determine the facts in this 
regard was suggested by the Social 
Science Research Council as early as 
1927. Some work was undertaken by the 
Public Works Administration in the 
1930’s, but no conclusions were reached. 
A study of this subject may demonstrate 
that farmers are competing with each 
other in producing and marketing staple 
crops on the basis of a sub-parity level of 
living. 

Excessive competition of farmer with 
farmer is the result of too many people 
on farms. There is need for a better 
allocation of all the labor force. of the 
nation among the various occupations. 
The higher birth rate in farm families 
than in city families means that a con- 
stant flow of surplus farm people from 


farm to factory or store or transportation 
agencies must take place. The incentive 
which keeps this flow going has been, in 
part, higher pay in city occupations. On 
the other hand, values in country life 
other than dollar values have retarded 
the flow. These values will need to be 
taken into account in comparing stand- 
ards of living in country and city. The 
movement of surplus workers out of 
agriculture into other occupations has 
been too slow. Lack of knowledge of how 
and where to find a job in another occu- 
pation has kept workers on the farm. 
Artificial limitation of competition in the 
labor market by organized groups has 
made it more difficult for farm workers 
to enter the city occupations. So long as 
there is a surplus farm population due to 
an inadequate flow of workers into other 
occupations, competition of farmer with 
farmer will result in sub-parity prices in 
an open market. 

Under these conditions price supports 
will continue to be called for until means 
are found of securing fair prices in the 
open market. The legislative gains which 
required 40 years or more to acquire are 
not to be relinquished until something 
better is proposed, tried out experi- 
mentally, and proved to serve the purpose 
of providing the farmer, directly or in- 
directly, a fair share of the national in- 
come. Farmers were asking for price 
supports in 1889. They secured, in 1933, 
some of the elements of price support 
called for but not secured in the 1890's. 
Those who put on the drive for price 
supports for farm products which led to 
action in 1933 had been pressing for legis- 
lation for ten years. Obviously some 
form of federal action to help the farmer 
secure a fair share of the national income 
is here to stay. 

This being true, what is the function of 
the economic statesman in dealing with 
this problem? It is certainly not to 
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recommend abandoning the effort to 
secure a fair share for farmers but rather 
to see if a better way can be found. If 
not a better way, then how can the 
present system be improved? Students 
of agricultural policy should canvass the 
various possibilities for other means 
which may better serve the farmer in the 
national interest. They should also draw 
a clear picture showing why it is in the 
national interest, as well as in harmony 
with the American sense of justice, for 
farmers to have a fair share of the national 
income. A starting point is a fresh 
analysis of what is really wanted. In the 
end is it not a standard of economic well- 
being comparable to that of workers of 
comparable skill, energy, and activity in 
other occupations? The goal should be 
clarified. When this is done, we may 
see more clearly the weakness of the 
present system and begin to see other 
avenues of approach to the end in view. 


Standard of Living 


Price supports which result in net in- 
comes for farmers beyond their accus- 
tomed standard of living do them no 
permanent good unless accompanied by 
stimuli which lead them to enhance their 
levels of living to absorb the new incre- 
ment of income. Otherwise the new 
increments will be lost through the 
results of competition of farmer with 
farmer. It is a well-known fact that en- 
hanced income beyond the accepted 
level of living stimulates competition for 
farm land, which drives land values up 
and absorbs a part, at least, of the new 
increments of income. In a dairy district 
the price of cows first absorbs the over- 
flow, but in time the land too helps. 


An adequate, enhanced level of living, 
demanded by farmers, is essential if in the 
long run farmers are to secure and benefit 
by parity prices. Without parity stand- 
ards or levels of living, efforts to provide 


parity incomes will not adequately benefit 
farmers because the income in excess of 
the accustomed level of living will over- 
flow. Farmers can not catch and hold a 
four-quart income in a three-quart stand- 
ard of living. Hence, associated with 
means of improving farmer incomes 
should be a well developed plan for 
elevating living standards. The old 
proverb, “‘You can’t eat your cake and keep 
it,” was useful when applied to the 
winter’s food supply on the self-sufficing 
farm of one hundred years ago. In the 
commercial economy of today, the farmer 
must eat his cake to keep it. When farmers 
set high levels of living as the basis on 
which they compete with each other, 
and will positively seek other occupations 
if that standard can not be secured on 
the farm, there will be reason to hope that 
farmers may receive and benefit from a 
fair share of the national income. But 
an adequate movement of surplus farmers 
out of agriculture can not take place un- 
less there are open doors and knowledge 
of opportunities in other occupations. 


Surplus Farm Population 


An important line of attack upon the 
problem of a fair share of the national 
income for farmers has to do with 
facilitating the movement of surplus farm 
people into other occupations, thus reduc- 
ing excessive competition in agriculture. 
An occupational outlook service was 
proposed by President Franklin D. 
Roosevelt’s Advisory Committee on Edu- 
cation and also by the American Youth 
Commission. The purpose of such a 
service is to give information regarding 
the prospects for employment in the 
various occupations, the kind of prepara- 
tion required, and the intentions of those 


1The Report of the U. S. Advisory Committee on Educa- 
tion appointed by F. D. Roosevelt in 1936 was published in 
1938: The general report of the American Youth Com- 
mission of the American Council on Education, entitled 
Youth and the Future, was published in 1942. ' 
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yet in school, with respect to the numbers 
preparing to enter each occupation. In- 
formation of this character, supplemented 
by aptitude tests, would give the basis 
for effective vocational guidance. Along 
with such information and such guidance, 
residence centers such as were operated 
by the National Youth Administration 
should be provided near centers of 
potential employment, where rural youth 
from remote areas would be protected 
and helped by special training while 
finding satisfactory opportunities for em- 
ployment and fitting themselves into the 
life of the urban community. In 1941, 
40,000 youth were receiving help in pre- 
paring themselves for jobs at several hun- 
dred resident centers operated by the Na- 
tional Youth Administration. This, 
which is needed as a continuing service, 
was dropped when the National Youth 
Administration was closed out. Any plan 
which will facilitate moving the right 


people from areas of surplus farm popu- 
lation into other occupations where 
there is demand for workers will not only 
reduce the competition of farmers for 
land and produce markets, but might 
add in a wholesome way to the competi- 
tion in urban industries. 


Vocational Guidance 


The United States Department of 
Labor has made a good start in as- 
sembling and publishing occupational 
outlook data and in providing, in co- 
operation with the school systems of 
several states, aptitude tests and voca- 
tional guidance counseling. These serv- 
ices, when further developed and ex- 
tended to cover generally the rural high 
schools as well as they have been de- 
veloped in a few of the states, will do 
much to stimulate and to guide the flow 
of surplus rural youth into the town and 
city occupations for which they are best 
fitted and where they are most needed. 


At present, resident centers and job 
training in these centers are not pro- 
vided for. They should be reconstructed 
with, perhaps, more local initiative and 
participation than was true in the Na- 
tional Youth Administration experi- 
ments. Furthermore, nationwide sta- 
tistics on occupational intentions of high 
school students as well as occupational 
opportunities for them would add greatly 
to the information essential to wise voca- 
tional guidance. The guidance coun- 
selor in any given high school or college 
needs to know what proportion of those 
desiring to go into a given occupation 
have a good prospect of securing em- 
ployment in that occupation. Such 
services providing for the freer move- 
ment of workers could do much to help 
maintain a proper distribution of the 
labor force among the various occupa- 
tions. This would go far toward insur- 
ing an equitable distribution of the na- 
tional income among those employed in 
the various occupations. 


A World Agricultural Outlook Service 


An agricultural outlook service facili- 
tates agricultural adjustments. The best 
possible agricultural outlook service 
should be developed on a world-wide 
basis. It is important not only that 
American farmers have full information 
regarding production of, and the market 
demand for wheat and cotton through- 
out the world, but that all competitors 
in the world market for wheat and cotton 
have equally good information. It is a 
proper function of the Food and Agri- 
cultural Organization of the United 
Nations to provide a world agricultural 
outlook service. It is too much to ask 
that American farmers make all the 
adjustments in production needed to 
balance supply and demand at a fair 
price in the world market. Farmers 
throughout the competing area of the 
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world should be equally informed and 
equally stimulated to adjust production 
to demand. 


Ever-Normal Granary 


A different kind of a farm price prob- 
lem arises out of the wide variation in 
yields of the various crops from year to 
year due to natural causes. ‘The ever- 
normal granary idea applied first of all 
by the farmers themselves is a partial 
solution for this problem. The dairyman 
with plenty of silo and haymow space 
can feed the same number of cows from 
year to year by stock-piling feeds in good 
years to take care of low yields of corn 
and hay other years. The beef and pork 
producer, with adequate rat-proof corn 
cribs, can use the principle of the ever- 
normal granary to maintain a steady flow 
of cattle and hogs into the market regard- 
less of fluctuating yields. (My father 
practiced this system 75 years ago.) The 
farmer who sells grain can store a part of 
his crop when yields are high. In many 
instances commodity loans for products 
in storage may prove highly beneficial 
even when treated as strictly business 
loans. 

Abnormal Conditions 


Under abnormal conditions such as de- 
velop following wars, direct aid maybe 
needed. When farmers have been asked 
to expand their production in the interest 
of winning a war, their situation following 
the war should be looked upon as is a 
contract with a manufacturer who has 
converted his factory to produce war 
supplies. The government should defray 
the farmer’s costs in liquidating his excess 
production. Postwar adjustment should 
of course be planned with a view to soil 
conservation, and thus not only help 
farmers to readjust their farming to 
peacetime demands but also to conserve 
the land which is the basis of the national 
welfare for generations to come. 


A Flexible Family Budget 


A flexible budget for family expendi- 
tures is a means of ironing out the farm- 
ers’ troubles due to uneven yields and un- 
even prices of farm products from year to 
year. Farm operation expenditures can 
be made somewhat flexible by repairing 
and getting along with old machinery in 
years when the cash income is low. But 
there is greater opportunity for flexibility 
in the family expenditures. The family 
diet should be maintained at a level 
which will provide for high efficiency on 
the part of the workers and proper de- 
velopment of the children, but there is a 
chance for a wide range of flexibility in 
the expenditures for clothing, house 
equipment, and all articles of luxury. In 
years wlzen the income is high, farmers 
should buy and pay for durable consump- 
tien goods essential to a high level of 
alving. 


Rural Community Facilities and Services 


Means of improving the farmers’ well- 
being through federal aid other than 
price supports should be considered. The 
standard of living of rural people has 
been enhanced by the rural free delivery 
of mail, subsidized by the government. 
Federal aid in road building has been 
helpful. Rural electrification is doing 
much to facilitate modernizing farm 
homes. Are there not other federal aid 
projects which would contribute directly 
to the well-being of families on farms? 

Federal aid for rural schools has been 
suggested as a means of improving levels 
of rural living. Farm children are at a 
disadvantage due to the distances in- 
volved in getting to good elementary and 
secondary schools. More boys in high 
school reduces excess labor on the farm 
and prepares the boys to be better farmers 
or to compete more successfully in the 
city labor market. It has been pointed 
out on many occasions that the education 
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of rural children is a concern of city 
folks, not only because those children 
become voting citizens but because a 
large percentage of them, in due course, 
enter city occupations and become a 
part of the urban community. Federal 
aid to rural education is one means of 
helping farm people to attain a com- 
parable standard of living in spite of 
relatively high prices farmers pay for 
what they buy. 

Another element in the standard of 
living in which farm people are handi- 
capped by distance is that of medical 
care and health service. Federal aid or 
state aid in securing better health services 
for farm people would go far toward 
balancing many a farmer’s budget, would 
increase his productive power, his happi- 
ness, and the strength of the Nation. 

Better housing for rural people might 
be included in the federal housing pro- 
gram. ‘These, and other direct aids in 
enhancing the stardard of living of farm 
people that will doubtless suggest them- 
selves to the thoughtful student of this 
problem, should be considered as ways 
of reducing the disparity between farm 
and urban standards of living. 

One advantage of federal expenditures 
which go directly into building better 
conditions of rural living rather than 
federal expenditures to support prices is 
that such expenditures tend to avoid the 
danger of inflating land prices at the 
expense of family living. Another ad- 
vantage is that direct aid may be benefi- 
cial to all, more or less in proportion to 
the needs of the people, whether they be 
on small farms or on large farms. 


Freer Competition In Industry and Commerce 


If the share of farmers in the national 
income can not be brought to a parity 
with workers of comparable ability and 
activity in other occupations through in- 
dividual action supplemented by sub- 


sidies from federal and state governments 
to help in providing for health, education, 
population allocation, and other common 
requirements of a parity standard of 
living for rural people, a next step is to 
find means of reducing the monopoly 
elements in the prices of the things 
farmers buy. Limiting the size and scope 
of any given labor organization to the 
size and scope of the management organ- 
ization for which those in the labor organ- 
ization work would reduce monopoly 
elements in wages. 

So long as and in so far as labor is 
organized on an industry-wide basis and 
wages are fixed at the same rate through 
collective bargaining for all who produce 
a given line of goods, any enhancement 
of wages can be passed on in the price of 
the goods because it is an element of cost 
common to all competitors. Further- 
more, the fact that the wage increment 
can be passed on to the consumer makes 
management less resistant to raising wages 
even though they know the wage rate 
demanded is above what it should be on 
the basis of a fair division of the national 
income among those who produce it. 


If industry-wide labor organization 
were eliminated, workers as well as 
management of a given enterprise would 
be motivated to enter into competition 
with those in other enterprises producing 
goods which compete in the market 
places. The union limited to one enter- 
prise, with its representatives in consulta- 
tion with management, may readily co- 
operate in making adjustments in costs 
essential to maintaining an adequate 
flow of goods into the market to keep all 
the labor force employed rather than 
suffering from unemployment due to re- 
duced sales. This process, effective only 
when labor is organized on an enterprise 
basis, has its good effect on competitive 
prices in the market place and helps to 
maintain stable ratios between the prices 
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farmers receive and the prices of things 
farmers buy. 

Another element in wage-making 
which is being tried, and which tends te 
introduce flexibility and fairness into the 
wage rate, is the clause in Jabor contracts 
which varies the wage rate with varia- 
tions in the cost of living. This will help 
overcome the rigidity of the prices of the 
things farmers buy if accepted by labor 
unions when costs of living are declining 
as well as when they are rising. 

A point to be investigated is the extent 
to which the entry of new workers into an 
industry is retarded by high entrance fees 
into unions, by the control of apprentice- 
ships, and by other means of limiting the 
number of workers in a given trade with 
a view to maintaining monopoly of wages. 


Improve Foreign Markets 
Improvements in methods of merchan- 
dising our farm surpluses abroad will 
help farmers secure more adequate in- 
comes. Foreign countries prefer to buy 


where they can also sell. In fact they 
must keep their exchange in balance or 
pay heavy penalties in unfavorable rates 
of exchange. It is easy to understand 
why many people do not like foreign com- 
petition in their home markets. No one 
likes competition in his own line of pro- 
duction, however much he likes it among 
those who produce what he buys. This 
naive attitude should be discarded. Com- 
petition, under well-defined rules of the 
game, equally applicable to all, is the very 
essence of the free enterprise system. 
Those who are against competition, of 
capital, of management, of laborers, are, 
unconsciously no doubt, against an essen- 
tial element of the private enterprise 
system. 

In promoting sales abroad through 
purchases abroad, especial emphasis 
should be on noncompetitive goods which 
can be used to enhance the level of living 
of the people of the United States. Then 


there are goods which we are producing 
in this country to fill a small fraction of 
the domestic demand which require a 
very high protective tariff in order to 
make a profit. This means that if all our 
supply were imported free of duty we 
could enjoy that item at a greatly reduced 
price. This would improve farm price 
ratios. It would pay to liquidate at 
public expense some of the high cost in- 
dustries and transfer the capital, manage- 
ment, and labor into industries which 
operate with a profit under world com- 
petition. This would stimulate the creat- 
ing of dollar exchange abroad with which 
to buy more of our efficiently-produced 
surpluses of factory and farm. There are 
other items which we cannot produce 
because our climate is unfavorable. 
These are positively noncompetitive. We 
should seek for greater variety of products 
in this class which can be introduced to 
enhance the well-being of tle people of 
the United States. There is a consider- 
able list of products in this class. They 
make up the bulk of our agricultural im- 
ports. This list can be expanded by 
careful research. The technical assistance 
in backward countries under the Point IV 
program should emphasize increased effi- 
ciency in noncompetitive goods which we 
can take in exchange for our surpluses 
rather than increasing the efficiency of 
our competitors in the markets where we 
sell our surpluses. 


The Problem Is Comprehensive 


The problem of securing a fair share of 
the national income for farmers should 
be viewed as a part of the whole problem 
of the inter-occupational distribution of 
income. Farmers are not the only occu- 
pational group to be considered. The 
approach should be not that of the agri- 
cultural economist or the labor economist 
or the business economist seeking a larger 
income for a specific group, but that of 
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the general economist whose objective 
should be economic justice for all. 

While the problem of the interoccupa- 
tional distribution of the national income 
may be looked upon as a problem for 
statesmen and general economists rather 
than the specialist, statesmen and general 
economists do not possess the basic facts 
of economic life in the various occupa- 
tions essential to a full understanding of 
the problems involved. This problem 
should be approached by the method of 
group thinking, in which specialists in 
each occupational branch of economics 
work together under the chairmanship of 
a statesman or a general economist with 
a statesmanship point of view. 

Economists have given much attention 
to the intraoccupational distribution of 
the income of specific industries, but this 
is not enough. The right balance of the 
distribution of the national income 
among all the different specialized lines 
of production is essential to the prosperity 
of all branches of industry. The buying 
power as well as the producing power 
needs to be properly allocated among the 
occupations if serious depressions are to 
be avoided. The neglect of this subject 
has left legislative bodies, state and na- 
tional, without adequate basis of judg- 
ment when special interests have en- 
deavored to enlist the power of govern- 
ment in enhancing the incomes in certain 
occupations at the expense of those in 
other occupations. The tariff, farm price 
supports, labor legislation, loans of money 
to private enterprises, and many other 
forms of government participation in our 
national economy should be tested from 
the viewpoint of a right balance in the 
inter-occupational distribution of the 
national income. 

In this discussion more emphasis has 
been laid upon labor and wages than 
upon management and profits because 
the latter has received more attention in 


LAND ECONOMICS 


other writings and by government than 
has concerted action on the part of labor 
which tends to unbalance the production 
and distribution of the national income. 
In a more detailed consideration of the 
whole problem concerted action on the 
part of management, as well as concerted 
action by labor organizations, and the 
over-reaching of the goal by farmers 
should receive full consideration. Here 
is a major task for the statesman and 
general economist who can succeed in 
utilizing the specialists in applying group 
thinking to this problem. 

Group thinking should be clearly dis- 
tinguished from debating. In debate 
each party seeks to bring others to accept 
his opinion. In group thinking the will 
to conclusion is relaxed. Each member of 
the group opens his mind to new facts 
and ideas. The group spirit is that of 
seeking the truth and the means of 
securing justice for all classes who partici- 
pate in the national economy. It is be- 
lieved that, when the best minds ap- 
proach the subject in the spirit of the 
religion of the general welfare, means 
may be found of establishing justice with 
a minimum loss of freedom. In other 
words, it is believed that something better 
than price supports and production 
controls can be found if the people con- 
cerned can rise above the conflicts of 
class struggle and learn to cooperate in 
promoting the welfare of all. 


The view that government is not some- 
thing apart from class struggle but is the 
resultant of class struggle provides no 
sound basis for a permanent democracy 
of free people. Peace based upon the 
balance of power has always been pre- 
carious. ‘The very concept of justice 
implies an unbiased judiciary. In crimi- 
nal matters, in establishing justice as 
between individuals, the agencies of 
justice stand apart from the conflict. 
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So must it come to be true in inter-group 
conflict if stability and justice are to be 
attained in a democracy. 

It is not the purpose of this article to 
present a perfected program of action 
but rather to call attention to some 
possible lines of action which should be 
considered at this time while the issue of 
farm price supports is being argued pro 
and con. The need today is for a careful 
re-thinking of the problem of securing a 
fair share of the national income for 
farmers and all other underpaid groups, 
with a view to exploring the various 
avenues of approach to its solution. The 


problem should be approached with the 
whole national economy in mind and 
from the standpoint of the general wel- 
fare. Full attention should be given to 
what farmers can do for themselves in 
order that striving for security of income 
may not result in too great sacrifice of 
liberty. Group thinking in which all 
are seeking the best possible solution of a 
problem rather than debating, in which 
each person is trying to promote his own 
ideas and interests, is the truly democratic 
process which leads to wise action with a 
minimum of conflict, and gives promise 
of justice for the farmer and the rest of us. 








A Critical Evaluation of Land Reform in Italy 
By G. GAETANI D’ARAGONA* 


Patterns of Italian Agriculture 


TALY’S land tenure problems, while 

not wholly unique, nevertheless are 
sufficiently unlike those of many other 
countries to require individualized treat- 
ment. The background and possible 
solutions of land reform problems in 
Italy have been linked in the past to 
similar ones prevalent in the Danubian 
countries in the twenties. Strong differ- 
ences actually exist, however, between 
the features of the Italian land tenure 
systems and those prevalent in the 
countries of Eastern Europe in the period 
after World War I. 

In the Eastern European countries 
prior to the reforms, large estates repre- 
sented a high percentage of the national 
area, in some cases exceeding 70 percent. 
Population density tended also to be 
relatively low in these countries. In 
Italy, however, according to pre-reform 
statistics (1946), private farms of more 
than 200 hectares! did not exceed 18 
percent of the privately-owned produc- 
tive land area.?, Unlike Eastern Europe 
large estates in Italy tended to be con- 
centrated on marginal lands, very often 
on the clay-stone soils. Privately-owned 
large properties accounted for 21.3 per- 
cent of the total taxable income from 
land (Table I). Many large estates 
offer limited possibilities for development 
and comprise areas that must be used 
extensively in large holdings to be oper- 


{ The writer wishes to express his gratitude to Howard E. 
Conklin, Professor of Land Economics at Cornell University 
for his most valuable suggestions and help in the revision of 
this manuscript. The writer, however, takes full responsibility 
for all opinions and factual material presented. 

* Research Assistant, Cornell University. 

1 One hectare = 2.47 acres. , 

? Public, institutional and corporate holdings aggregated 
6,253,078 hectares. This land represents 22.5 percent of 
the national productive area, but generally includes poor 
quality land and forests and accounts for only 9.9 percent 
of the taxable income from all holdings. 


ated efficiently. Large farms, especially in 
the Po Valley of Northern Italy, have 
been leaders in accepting new ideas and 
have promoted technical agricultural 
progress in contrast to the roles played by 
the larger units in many underdeveloped 
areas of the world. 


. There are few unexploited natural 
agricultural resources in Italy, the popu- 
lation is dense, and the outlook for the 

(Italian economy suggests a decline in 
agriculture’s position in the total picture. 
Agriculture already has been expanded 
to a point where 37.6 percent of the land 

“Included within the productive area 
consists of mountain lands and an addi- 
tional 41.1 percent consists of hill lands. 


The Italian situation is rather unique 
also in its population prospects. Here 
the contrast is especially sharp with 
countries of the Near East and Asia. 
While Italy’s present population density 
approaches that of some of the countries 
of the Near East and Asia, a stage of in- 
cipient decline already has been reached. 
The Italian birth rate has been decreas- 
ing rapidly since the war, dropping to 
17.6 per thousand in 1952 from 23.8 per 
thousand in 1938. The present Italian 
birth rate is now lower than the French, 
the Dutch, and the United States birth 
rates and exceeds the German and the 
British rates only by a small percentage. 
TABLE I—Distrisution oF PrivATELY-OWNED PROPERTY 


BY TAXABLE Income Groups: IrTaty, 1946 
(before the reform) 


Taxable income 


Income groups in Lire percentage 
Small properties, 10,000 and under....... 58.1 
Medium properties, 10,000-40,000........ 20.6 
Large properties, 40,000 and over......... 21.3 
ML crdssrate oul Rromis eters Rasp MUS a a ees 100.0 


Source: G. Medici, Land Property and Land Tenure in Italy 
(Bologna: 1952). 
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industrial development in 


Greater 
Italy, and prospects for continued ex- 
pansion along this line, provide further 
contrasts with other areas where land 


/reforms are most pressing. Industrial 
development in Italy far exceeds that in 
any Asiatic country and the present out- 
took promises the possibility that Italian 
industry can continue to expand enough 
to more than absorb the net population 
If such industrial expansion 
comes about, it can make possible higher 
rates of labor efficiency in agriculture 


“) and an organization of the agricultural 


‘structure more like that of the United 
Kingdom and similar countries where 
mechanization has put a premium on 
larger farm businesses. 


The Land Tenure Problem 


In Italy, as in most other European 
countries, large landed properties are 
mainly of feudal origin. Italian inde- 
pendence and political unity was reached 
only in recent times (1861). Since the 
attainment of this unity, the number and 
size of the large estates have tended 
‘steadily to decline. This decline has been 
more pronounced, however, in the North 
than in Central and South Italy. 


Many causes can be credited for these 
regional differences in the rate of land 
subdivision. Change has come most 
rapidly in the Po Valley, due to develop- 
ments in commerce, high land fertility, 
good transportation, the availability of 
irrigation water, and the absence of 
malaria. Political factors also have been 
important. The rise to power of the 
middle-class merchants and artisians in 
the commercial republics of Venice, 
Genoa, Pisa, etc., early overthrew the 
strength of the feudal landlords. Land 
was transferred to the enriched mer- 
chants, and this introduced flexibility 
into the system of land distribution. 
[Thus, in Northern Italy the transfer- of 


land to the farmers has been a long 


continuing development. 

In the South, however, intensification 
of agriculture has come very slowly and 
in many regions practically not at all. 
Large areas of marsh lands, inadequate 
transportation facilities, and an un- 
favorable geographic position in respect 
to the main routes of European trade 
have contributed to the relative absence 
of a commercial and industrial develop- 
ment in the South. The intensification 
of agriculture has been impeded by ad- 
verse_rainfall distribution, the lack of an 
adequate irrigation system, and a high 
percentage of clay-stone soils. The large 


; 


emigration of agricultural workers to the _ 


New World in the latter part of the 19th 
century also affected Southern Italy al- 
most exclusively, decreasing the popula- 
tion pressure there. 

After World War I a new trend toward 
the dissolution of large estates through- 
out the country resulted from the high 


level of agricultural incomesin the period . 


1918-1925. <A transfer of more than 3 
million acres, mostly into small farms, 
took place in Italy under the stimulus 
of inflation in the immediate postwar 
period. Socialist and Communist agita- 
tions prior to the seizure of the govern- 
ment by the Fascists (1922) accelerated 
the process by scaring the owners of 
large estates. 


The developments of the past century 
have left Italy today with a range in land 
holdings that varies from a relatively few 
large ones that have survived disinte- 
grative forces, to large numbers of very 
small and often fragmented farms. The 
presence of the large holdings has been 
greatly emphasized in current political 
issues. The economic and social handi- 
caps associated with small and fragmented 
holdings have not been so much empha- 
sized, but are of very great importance 
to the nation. 
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As can be seen in Table II, over 41 
percent of the private productive agri- 
cultural area of Italy was included 
within small holdings of less than 10 
hectares before the current land reform. 
These small holdings are generally owner- 
operated and, except for limited irrigated 
areas, they are not sufficiently large to 
absorb the working potential of the 
farmer and his family. Furthermore, 
these small holdings often are composed 
of separated fragments that cannot be 
_ worked efficiently. 4 


TABLE II—Disrrisution oF PrrvATELY-OWNED PROPERTY 
BY Size Groups: ITary, 1946 (before the reform) 





Size groups Properties Area 





Number of Total 


(hectares) properties | Percent} hectares | Percent 





Up to 0.50....| 5,130,851 | 54.0 
2,795 ,122 
950 ,070 
330 ,733 
192,815 
60 ,874 

28 ,381 
12,918 
6,556 
1,440 

502 


874 ,989 
2 ,882 ,992 
2 ,943 ,375 
2,289 ,669 
2,945 ,482 
2,104 ,427 
1,956 ,450 
1,782,112 
1,946 ,595 

971 ,159 

875 ,701 
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Source: G. Medici, Land Property and Land Tenure in Italy 
(Bologna: 1951). 


The excessive subdivision of land was 
greatly increased by the establishment 
in 1866 of inheritance legislation based 
on the Napoleonic Code. Present in- 
heritance legislation provides that every 
heir can claim his proportionate share of 
the inheritance in land, and many have 
done this. The desire of most small 
farmers for a highly diversified unit lies in 
part behind the creation of fragmented 
| holdings. A large number of small 
| farmers have their vineyards and potato 
fields in the hills, their wheat fields on 
| the plains and their orchards in some 
irrigated area near the village. The 


entire size of this type of producing unit 
often does not exceed 4 or 5 hectares. 


In 1938 the Government recognized 
the problems created by small fragmented 
farms and introduced a law providing 
for the so-called “minimum farm unit.” 
The size of the minimum farm unit was 
to be established by special commissions 
in accordance with regional conditions. 
The outbreak of the war in 1940, and 
subsequent political developments, have 
largely prevented the implementation of 
this legislation. The pronounced opposi- 
tion of small farmers and left-wing parties 
to such legislation has reduced the 
possibility of early resumption of political 
interest in it. 


| “A lack of adequate farm credit has 
| greatly impeded any natural tendencies 
| to enlarge and consolidate holdings. 
\ Credit facilities in Italy generally have 
| been directed toward commercial and 
industrial purposes and have not been 
equipped to service agriculture satisfac- 
torily. A partial remedy to the lack of 
bank credit for agriculture was provided 
in Northern Italy by the rapid spread of 
farm credit cooperatives in the late 
nineties. Cooperative farm credit did 
not develop, however, in Central and 
Southern Italy. Interest rates on mort- 
gages have been very high throughout 
the country, often in the past exceeding 
10 percent per year. Governmental 
support of farm credit during the thirties 
did not succeed in substantially promoting 
land transfer on a credit basis. In 1952 
the government set aside special funds 
for the exclusive purpose of providing 
farm credit at low interest for voluntary 
land transfers. Cumbersome administra- 
tive arrangements and limited funds 
appear likely, however, to reduce the 
beneficial effects of this action. 
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Recent Legislation on Land Peform (1945- 
1952) and First Results of Its Application 


~~ The long-run tendency for large estates 
to disappear was arrested during World 
War II by anti-flationary measures pro- 
viding for high taxation on land transfer. 

“Furthermore, rapidly growing inflationary 
trends decreased the landlords’ desire to 
sell even in the politically unstable im- 
mediate postwar period. On the politi- 
cal scene, however, the postwar period 
saw a rapid increase in the power of the 
extremist left-wing parties as a result of 
unemployment and the generally un- 
favorable economic conditions. The 
political elections of 1948 led to the 
winning of more than 30 percent of the 
seats in the Representative Chamber by 
a combination of Communists and ex- 
treme-left Socialists. 

More and more, land reform appeared 
to be a political necessity. Even such 
moderate parties as the Christian Demo- 
crates inserted extensive land reform 
measures into their programs. The 
moderate parties, however, recognized 
that the economic effects would be re- 
stricted both by the limited amount of 
land remaining in large estates and by its 
concentration in relatively unproductive 
areas, even though they could not avoid 
aecepting reform as a major issue. 

Foreign governments, and sometimes 
such organizations as the Economic Co- 
operation Administration, have tended 
to over-estimate the political significance 

| of land reform as a means by which 
| Italy may fight the danger of com- 
‘munism. These organizations apparently 
have remained somewhat unaware of the 
vf fact that the limited availability of land 
' in Italy seriously hinders the possibility 
of a purely agricultural solution to the 
| political and economic problems of the 
| postwar Italian economy. 
*~— The first examples of land reform legis- 
Jation in postwar Italy can be found in 


the 1945 laws affecting agricultural con- 
tracts. Under these laws a general 30 
percent reduction of land rent was made 
compulsory. Landlords also were com- 
pelled to retain previous tenants even 
after the expiration of their contract. 
Land reform laws in the strict sense, 
however, were not put into force until 
1950, after a two-year period of study. 
Two Acts, the first dated May 15, 1950 
and the second, October 21 of the same 
year, provided for an extensive land ex- 
propriation in specific areas where there 
were concentrations of large estates. 

The 1950 laws provide that all land- 
owners having a taxable land income 
of 30,000 lires in prewar values shall be 
subject to some degree of expropriation. 
As a broad generalization we can say that 
all the properties exceeding a. market 
value of 20 million lires, corresponding 
roughly to 31-32,000 dollars in U. S. 
currency, are subject to partial expropria- | 
tion. The area limit above which ex- 
propriation begins, varies with the region; 
in Apulia it averages 100 hectares, while 
in the Calabrian mountains it is 300 
hectares. 


Compensation to the landlords is not 
paid on the sale value of land, but on 
the official taxation value. Payment is 
made in bonds yielding 5 percent interest 
per year. Due to the use of low taxation 
values and to the low market quotation 
of this type of bond (to be repaid by the 
government in 1977), effective compen- 
sation to the landlords equals only 40 
percent on the average of the market 
value of the expropriated land. The ex- 
propriated lands in those regions in- 
cluded in the land reform has been di-) 
vided into small units of 5-6 hectares. 
The units have been assigned and sold by 
the government to landless agricultural 
workers under a 30-year, long-payment 
arrangement. The first payment will be 
made 3 years from the date of assignation. 
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Building facilities, including farm build- 
ings, are being contributed by the 
government. 

The total land area expropriated by 
December 31, 1952 amounted to slightly 
less than 700,000 hectares (Table III). 
When completed, land reforms carried 
out on the basis of the 1950 laws will 
cover 1,500,000 hectares. 


fee 
TABLE III—Lanp ExpropriaTEeD IN ITALY UNDER THE 
PRovISIONS OF THE Laws oF 1950, as OF DECEMBER 31, 1952 


Hectares 
North Italy 


Central Italy 
Tuscanian and Roman Marshes 
South Italy 
Volturno Basin 
Apulia and Lucania Tablelands 
Calabria 


Total -land expropriated to date 
Total agricultural productive area in Italy. , .22 ,976 ,000 


Source: L’ Agricoltura Italiana, 1951 and 1952, Rome. 


Further legislative action now is being 
proposed that would extend this act to all 
of the national territory of Italy. How- 
ever, the land to be made available for 
expropriation by this proposed action 
has been estimated as not exceeding one- 
half of the total area covered by the 
1950 laws. 

It is important to note that in Southern 

Italy, where the largest area has been 
expropriated, an extensive program of 
}public works is simultaneously under 
\way. This program is financed by a 
government fund called the Special Fund 
for the Development of the South, and 
‘by not yet utilized counterpart funds of 
\the Marshall Plan. The construction of 
‘industrial plants has been started and 
partially completed since approval of the 
Special Fund legislation in 1950. . 


A Tentative Evaluation 


It is indeed impossible to give a com- 
prehensive evaluation of the 1950 land 


highways, of hydroelectric plants and of | 
| \ imperfections in the law and in the 
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reform program on the basis of scarcely 
three years’ experience. Even in future 
years it will be extremely difficult to com- 
pletely evaluate the economic and social 
consequences of the program. Govern- 
ment expenditures connected with it will 
have an income-propagating effect. The 
effects of a simultaneous public works 
program, especially in Southern Italy, 
will be interwoven with the effects of the 
land reform. 


We therefore, will restrict our analysis 
to the structure of the land reform and to 
the probable social and political effects 

Athat can be credited to it. First of all, we 
find that the legislation of 1950 has 
realized an immediate political necessity. 

“Aside from any economic considerations, 
no government could have remained in 
power, subject to the internal and inter- 

_national tensions that Italy was, without 
some kind of land reform. From an 
economic point of view, also, some kind 

_of land reform was necessary, not on the 
false but widespread assumption that it 
was the main problem of Italian agri- 
culture, but because it was imperative 
that all agricultural resources be used in 
the best way possible. As for the South, 
land reform legislation has proven to be a 
powerful means of introducing social and 
economic changes into an otherwise 
static social structure, paving the way for 
further desirable innovations. 


The negative aspects of the current 
program are not traceable to the un- 
desirability of land reform itself or to the 
dangers of excessive governmental inter- 
vention into the organization of agri- 
“culture. They derive instead from serious 


| system set up for its application. Recent 
‘political elections already have revealed 
the danger of relying on short-run 


political effects rather than concentrating 


on long-range programs to improve 
living standards. The Communist and 
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left-wing Socialist percentage of the 
electoral vote has increased, contrary to 
the land reformers’ expectations, par- 
ticularly in Southern Italy where land 
reform has been extensively applied. In 
the whole nation, the Communist. and 
Socialist percentage of the vote in the 
June 1953 national elections totalled 35.4 
percent as compared to 31 per cent in 
1948. Large amounts of unemployment 
and persistent low levels of income have 
more than balanced the advantage gained 
by satisfying 40,0003 landless families 
in a nation where the total unemploy- 
ment exceeds two million. 

Political considerations have been re- 
sponsible for the establishment of farms 
that are too small. The  under- 
lying motivation, unfortunately, has been 
to satisfy the largest number of people 
by an extreme ne subdivision of land. 
Furthermore, regional concentrations of 
agricultural unemployed have resulted in 
the extension of the land reform laws 
even to areas where large and medium- 
sized farms had reached high degrees of 
efficiency and intensity, as on the Po 
Delta. 

The choice of too small a size in the 
newly created farms has resulted in the 
necessary establishment of a subsistence 


type of farming rather than a family- 
The fact that irrigation’ 
resources are scarce in most of the land} 
reform areas impedes such an intensifica- 


commercial type. 


tion of the farming system as would 
permit an independent economic life for 
very small farms. 

Over-investment in farm aidan 
tends to be a consequence of an extreme 
land subdivision. The adoption of a 
subsistence type of farming, furthermore, 
induces a tendency on the part of farmers 
to highly diversify their operations in 
order to have year-around employment 


8 By the end of March 1953, 195,000 hectares had been 
distributed to 39,691 new owners. 


for the family and to avoid the need for 
hired help. The adoption of a larger 
size in the newly created’ farms would 
have reduced the number of new farmers 
but would certainly have insured a 
higher level of efficiency and economic 
wellbeing. In view of the long-run 
national interests, the temporary sacrifice 
of a few electoral votes in the interest of 
economic considerations would have been 
fully justified. 


The establishment of a.subsistence type 
of farm, rather than a family-commercial 
one, also considerably reduces the possi- 
bility of substantially imoroving the 
marketing structure for agricultural 
products. The establishment of co- 
operatives could partially overcome this 
disadvantage, but efforts to create mar- 
keting cooperatives have been met with 
strong resistance, particularly by the in- 
dividualistic farmers in Southern Italy. 


A recent article by Professor Rossi- 
Doria‘ indirectly confirms the belief ex- 


pressed above that the newly created 
farms can be little more than part-time 


farms. In reviewing the first two years 
since the first land division in Calabria, 
Professor Rossi-Doria points out the need 
for continuing the ‘Ente Riformia,” the 
semi-governmental bedy that has handled 
the land reform. He observes that it is, 
absolutely necessary to carry on large 
programs in both public works and the 
creation of fixed investments on the 
farms as a means of absorbing the excess 
labor capacity of the new farmers. He 
hopes, however, that when the new farms 
have reached a stage of full productivity, 
the labor force of the new farmers will 
not require any more non-farm employ- 
ment in public works. These considera- 
tions by Professor Rossi-Doria apply in 


particular to the problems of the so-called 


4M. Rossi-Doria, “Vicende e problemi della riforma 
fondiaria alla luce del secondo anno di esperienza in 
Calabria,” Atti Accademia Georgofili, Vol. XVI, Florence, 1952. 
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Marchesato di Cotrone.’ In view of the 
small size of the new farms, and of the 
arid climate of the area, it is difficult to 
share Professor Rossi-Doria’s optimism. 

Another shortcoming of the current 
reform is its exclusive reliance on the size 
criterion for expropriation of large farms. 
Many very efficient medium and large 
farms have been broken up by the reform, 
while many medium and small properties 
that are being used inefficiently and are 
owned by disinterested landlords could 
be usefully included in the land redistribu- 
tion. Land ownership is still considered 
by non-farmer groups as the best savings 
investment, especially in Southern Italy. 
Although absentee ownership and ten- 
ancy often relieves the operator of the 
excessive capital burden necessary to 
acquire the farm, there are many cases 
of absentee ownership which lead to low 
levels of capital improvement and to in- 
efficient land use. 

Another technical shortcoming of the 
land reform law can be traced to the 
“declaration of nullity” for any volun- 
tary land sales undertaken by landlords 
in the two-year period (1948-1950) prior 
to the enactment of the legislation. The 
basis of this provision was the assumption 
that such sales had been performed as a 
means of escaping the law, since the 
general features of the reform had been 
made public in 1948. As a consequence 


any substantial subdivision of large farms 


_ through a process of voluntary sales was 


seriously hindered. ‘This provision also 
has adversely affected the rate of private 
capital investment in agriculture. 

The excessively low compensation given 
to the dispossessed land owners has 
created strong opposition to the program 
| among large land owners. This has led 
/to costly court actions. More adequate 

compensation would have reduced de- 


lays and costs and would have avoided | 


5 A flat land area in the southeastern part of Italy. 
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some of the social conflict now attending 
the reform. 


“The addition of a large number of 
small farms also has political implica- 
tions that bear on future governmental 
policies affecting agriculture. In Italy, 
as in other overcrowded European coun- 
tries, the large number of small farmers 
already exerts a powerful influence on 
| the adoption of general economic policies. 
The pressure in favor of maintaining 
family farms in a marginal position has 
resulted in the adoption of high agricul- 
tural tariffs and farm price subsidies by 
the Italian government. These policies 
(greatly conflict with the overall interests 
/of the Italian economy, by nature an ex- 
change economy. A land reform that is 
based on the establishment of diminuitive 
farm units will tend, unfortunately, to in- 
crease the strength of economic groups 
that oppose general improvement in 
agricultural efficiency. These develop- 
ments must be checked if the Italian 
participation in the drive toward Euro- 
pean economic integration is to be con- 
tinued. The enlargement of this integra- 
tion to include the sector of agricultural 
products has been recently proposed in 
preliminary studies and meetings known 
as the movement for a European Green 
Pool. 


Possible long-run results of European 
trade liberalization in agricultural prod- 
ucts would be beneficial for Italian agri- 

~culture as a whole. Larger exports of 
horticultural products would be possible 
if the likelihood of suddenly imposed trade 
restrictions were eliminated by the Green 
Pool agreements. Recent estimates by 
the Food and Agricultural Organization 
point out that the European consumption 
of fresh fruit and vegetables could be in- 
creased through the elimination of trade 
restrictions to more than double its 
“present level. It seems, therefore, neces- 
sary to consider the long-run possibilities 


bt 
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open to Italian agriculture in any evalua- 
tion of land reforms. These possibilities 
cannot be developed unless Italian agri- 
culture is made more efficient and in- 
creased efficiency can be attained in 
many areas only through specialization 
and mechanization on reasonably large 
units. Unfortunately, promotion of the 
subsistence type of farm under the present 
land reform does not give hope of progress 
in this direction. 

~ Correlated aspects of recent govern- 
mental programs for the improvement of 
of agriculture, particularly in the areas 
included in the land reform, also need 
modification. This is particularly evi- 
dent in the matter of farm credit. As has 
been pointed out above, a new law ap- 
proved in 1952 provides for government- 
sponsored loans at 3 percent interest for 
financing land transfers to small farmers 
and for general capital investment in 
agriculture. The administration of these 
loans through governmental agencies in 
. the provincial capitals and through the 
bank system at present, however, carries 
with it all of the dangers of an excessively 
centralized and bureaucratic organiza- 
tion. It would seem advisable to simplify 
the administration of this farm credit 
program. Particularly in the south a 
preliminary condition for general eco- 
nomic improvement appears to be the 
establishment of credit cooperatives in 
most small towns. These could be tied 
into a national organization and could 
function to allocate credit to farmers on 
the basis of personal knowledge rather 
than on the basis of formal requirements. 


Agricultural Versus Non-Agricultural Solutions 
of the Problems of the Italian Economy 


This brief review of the agricultural 
problem in Italy would be incomplete if 
no consideration were given to the general 
structure of the Italian economy as a 
whole. 


A determining factor in the present 
land reform movement can be found in 
the most serious problem of the Italian 
economy, unemployment. Additional 
government action to check the spread of 
unemployment has ranged from govern- 
ment-supported (although limited) in- 
flation, to large programs of public 
works. The possibilities of inflation- 
supported investment is limited by inter- 
national balance of payment considera- 
tions and by the danger of psychological 
complications in a country where war 
and immediate postwar inflation played 
such a large part. 


4 
In recent years high hopes for the 
solution of the problems of the Italian 
economy have been placed in agricultural 
development. This trend has been quite 
evident in the excessive emphasis which ~ 
has been given by foreign observers and 
by the Italian government on the pos- 
sible effects of land reform. A truer 
picture, however, would seem to be one 
in which the solution of the Italian 
economic problem is to be found essen- 
tially in non-agricultural sectors. This 
conclusion becomes quite evident if we 
look at the dynamics of the Italian econ- 
omy rather than at the present situation. 
An excessive reliance on agriculture has 
originated from a static view. If we look 
at the industrial and service sector, we 
realize that their shares have greatly in- 
creased during the postwar period, in 
1950 totalling about 60 percent of the 
gross national product. The share ac- 
counted for by agriculture has decreased, 
on the other hand, to 25 percent. Italian 
exports of industrial manufactured goods 
also have tended to expand substantially, 
and to a greater extent than have the 
exports of agricultural products (Table 
IV). 
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TABLE IV—Percentace Compostrion oF ITALIAN EXPORTS 
Basep on Vatue: 1938 To 1952 





Year 
Percentage of all exports 





Groups of items 1938*| 1949 | 1950 | 1951 





Food items and 
livestock..........] 32.2 | 22.6 | 25.8 | 19.9 


Non-food items: 
a. Raw and semi- 
raw materials... . 28.1 | 25.2 3 28.9 
b. Manufactured 


and processed 
42.1 | 49.3 | 49.0 | 52.7 | 48.3 





100.0 |100.0 |100.0 {100.0 |100.0 




















Source: Banca d'Italia, Assemblea Generale Ordinaria dei 
Partecipanti Tenuta in Roma il 30 Maggio 1953, Anno 
LIX 1952, Rome, 1953. 

* Including trade with the prewar colonies. 

It seems that many of the factors which 
in the past have limited industrialization 
in Italy, have tended to decrease in im- 
portance in modern times. In 1952, 
indeed, the index of industrial production 
was 45 percent higher than the 1934-38 


average, as compared to an increase in 
agricultural production of only 15 per- 
cent.® Due to the increase in alternative 
sources of power, such as hydroelectric 
energy, this industrial expansion has been 
achieved with a simultaneous reduction 
in coal imports. The establishment of 


* Mutual Security Agency, Monthly Report ot the Public 
Advisory Board, November 30, 1952, Washington, D. C., 1952. 


the Schuman Plan represents another 
important step toward eliminating the 
adverse effects of high tariffs and the 
double pricing system formerly em- 
ployed by the exporters of industrial 
commodities. 

The greater increase in industrial 
activity over that of agriculture has been 
a general feature of the postwar economic 
recovery throughout Western Europe. 
The fact that Italy is sharing quite fully 
in this industrial expansion today indi- 
cates that the differences between the 


‘structure of the Italian economy and 


those of other Western European ccun- 
tries are decreasing. They alsoindicate 
an opportunity for a greater reliance 
upon industrial, rather than agricultural 
expansion as a means for achieving 
rapid economic progress in Italy. 

Thus the general tendency of world 
agriculture to retain a high degree of 
fundamental importance, but a declining 
quantitative role in the overall economic 
picture, is reflected in the recent de- 
velopments in the Italian economy. The 
fact that a large part of the Italian popu- 
lation is still agrarian does not reduce the 
desirability of such a change. Any 
effort to reverse or to retard this reallo- 
cation tends to increase rather than re- 
duce the gravity of the Italian economic 
and social problems. 
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Economic Citizenship on the Landt 
By KENNETH H. PARSONS* 


Eb Se status of farm people on the land 
constitutes the major portion of their 
economic citizenship. When viewed in 
the light of this hypothesis the struggles 
now going on over rights in land all over 
the world may take on a new meaning. 
Citizenship is the freedom of positive 
safeguards. It has both a political and 
economic dimension. Political citizen- 
ship assures a person of civil rights: eco- 
nomic citizenship assures a person a 
minimum security of expectations regard- 
ing the rightful opportunity to make a 
living, relative to the level of employ- 
ment in the economy. Both citizenships 
are defined by and are really the product 
of social arrangements. A deficiency in 
either form of citizenship may lead to 
great political and social instability. 

Before moving into the body of the 
argument it may be meaningful to antici- 
pate some of the possible uses of this 
reference to tenure status as a form of 
economic citizenship. Such a hypothesis, 
first of all, places tenure issues in the 
context of the historical struggles of man- 
kind for a tolerable degree of security, 
freedom and equality—the touchstones 
of all revolutionary epochs. The central 
issue here is the nature and function of 
property in relation to political and 
economic citizenship. Furthermore, the 
status of farm people on the land has 
intimate and reciprocal relations to 
productivity—through the connections of 
incentives and inducements for responsible 
and effective participation in the produc- 
tion process. These are among the essen- 
tial keys to economic development. By 

t This article is the result of the revision ot remarks made 
by the author betore the Seventh Student United Nations 
Conference, University ot Wisconsin, March 29, 1953. In 
thinking through the issues in this paper, I have benefited 
greatly from discussions with my colleagues. 


* Professor of Agricultural Economics, University of 
Wisconsin. 


bringing property and productivity into 
the same frame of reference we are 
thereby able to formulate the issues of 
land reform in relation to the develop- 
ment of trade unions, private enterprise 
and even the larger issues of capitalism 
and communism. All of this may be 
summarized by the general comment that 
the hypothesis of treating tenure status 
as a kind of economic citizenship holds 
the possibility of placing the issues of 
land reform, which are becoming so 
violent in the underdeveloped areas of 
the world, and the economic problems 
of developed economies within the frame- 
work of common issues. 


We attempt to deal with only a few of 
the issues in this brief statement. The 
primary emphasis is that of commenting 
upon tenure problems in relation to the 
development of underdeveloped areas— 
in terms which are meaningful for the 
issues in the history, present circum- 
stances and policies of the industrialized 


west. 
I. 


We accept here the usage of current 
terminology which refers to most of 
Latin America, Africa, the Middle East 
and Asia as underdeveloped. One may 
characterize simply the lot of people on 
the land in these areas by referring to the 
eternal triangle of poverty, insecurity and 
inequality. Each is a matter of degree. 
It has become commonplace to refer to 
poverty as the predominant problem of 
such areas; and no one would deny that 
most of the people on the land in these 
regions of the world are miserably poor. 
But the importance of poverty as the 
primary problem of the people and of 
policy for the areas may be overem- 
phasized. It appears that not only does 





22 LAND ECONOMICS 


economic progress require meeting the 
issues of insecurity and inequality as well 
as of poverty—but in fact that the 
problem of poverty may be secondary by 
comparison with that of insecurity and 
inequality. The issues may be put 
affirmatively by framing them in positive 
terms of possible accomplishment rather 
than in terms of lacks or deficiencies. In 
simplest terms, this is the problem of 
freedom. 

Freedom has two different meanings 
which are relevant to our thinking: 
freedom from want and freedom from 
arbitrary interference by other persons. 
Both are matters of degree. Persons with 
the least degree of freedom from want 
face starvation; persons with the least 
degree of freedom from arbitrary dictation 
by other persons face slavery. It is 
essential that we not confuse these two 
meanings of freedom, even though they 
are closely interrelated. 


The achievement of freedom from 
want is a matter of employing science and 
technology on the forces of physical 
nature. The positive principles of free- 
dom from want include those of produc- 
tion, engineering, economics, and health. 
Man reduces freedc:1 ‘rom want by 
turning the forces of nature to his uses. 

It takes only the reflection of a moment 
for one to see that all people in the world 
do not have equal opportunities to 
achieve freedom from want. Some 
countries have little in the way of natural 
physical resources other than agricultural 
land—and this may be without water for 
intensive cultivation or with an un- 
friendly climate. Other countries have 
vast deposits of minerals. Some are 
densely populated; others have few 
people over wide spaces. Almost no one 
now believes that migration can make 
more than an infinitesimal difference in 
the relative densities of population. All 
of this can be summarized by noting 


that the natural physical opportunities, or 
production opportunities per person, vary 
greatly from one country to another. 
Modern physical science and the eco- 
nomics of trade can reduce the differences 
between countries in physical production 
potentials; but they seem altogether un- 
likely to be able to eliminate them com- 
pletely. Furthermore, there is always the 
possibility that the people may multiply 
and keep the per capita production op- 
portunities low. 

An extended comment upon these 
points is unnecessary for our purposes. 
Yet the current tendency to overem- 
phasize the possibilities of technology as 
the remedy for the problems of under- 
developed areas may justify one or two 
further comments. In a sense, the 
attempt to focus attention upon freedom 
from want is simply to restate the ideas of 
early classical economists regarding the 
primacy of production. Particularly we 
might well review their idea regarding 
the law of diminishing returns in agri- 
culture. Despite the great advances in 
agricultural technology, there remains 
very substantial grounds for the belief 
that the control over nature in 
agriculture is necessarily less than in 
other major industries. In farming man 
must still largely adjust his economy to 
the rhythm and vagaries of nature. The 
control of physical and chemical processes 
in modern industry is vastly more com- 
prehensive. When this principle is noted 
in connection with the problems of 
scale as formulated by Brewster'—par- 
ticularly the limitation that specialization 
of function in agriculture must be tem- 
poral and sequential rather than spatial 
and simultaneous—the uniqueness of 
diminishing returns in agricultural pro- 
duction is impressive. All this is com- 
monplace, but the inference to be drawn 


1“The Machine Process in Agriculture and Industry,” 
Journal of Farm Economics, February 1950, pp. 69-81. 
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regarding underdeveloped areas may be 
of tremendous significance. For this 
means that citizens in the old, densely 
settled agricultural economies may be 
destined to a permanent poverty—by 
comparison with their neighbors who 
have greater nonagricultural resources. 
Unless the expectations are tempered by 
the potentialities, very great political in- 
stability may result. But in any case, 
since the basic ratio of cultivators to the 
land cannot be changed rapidly in any 
country, the improvement of agricultural 
technology—the achieving of freedom 
from want through increasing control 
over physical nature—must take up 
where the efforts of farmers now stop. 
It is partly the implicit recognition of the 
limitations of what can be done in this 
physical area which is now bringing such 
pressure in the underdeveloped areas for 
institutional reforms. ‘These involve the 
freedom of citizenship. 


IL 
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Freedom from arbitrary interference 
by other persons is not as simple an idea 
as freedom from want. Stated positively, 
freedom from interference is freedom to 
exercise one’s own will either as an indi- 
vidual or as an effective member of a 


group. ‘This means that individuals, 
families and associations have zones of 
private discretion where they make their 
own decisions—where they are their own 
boss, as we say. This is achieved not by 
mastery over physical nature but by work- 
ing out social and political procedures, 
ways of living and working together, that 
assure some degree of freedom from in- 
terference. This is the meaning of citi- 
zenship—that a person has some rights 
that are honored, respected, and even 
enforceable upon his own volition. 


Political citizenship is effective member- 
ship or participation in the state, wherein 
the public officials have some duties to 


create and protect the private rights of 
the individual citizens. A similar citizen- 
ship is also possible within the economic 
organization—which provides to persons 
security of expectations regarding oppor- 
tunities to make a living. 

But there are also some differences be- 
tween political and economic citizenship 
—and especially one great difference. 
Once a state comes into being and the 
members become enfranchised with the 
right to vote, the citizens remain mem- 
bers and cannot be squeezed out without 
changing the rules. Therefore people 
can have political citizenship but still not 
have any secure economic citizenship. 

This is a time of political creation. It 
is not only the U.N. which was recently 
born. New states have come into being 
all over the globe. Others are in 
prospect. The birth of new nations fills 
their poeple with high hopes and expec- 
tations. Much is expected: unless much 
is accomplished, the second half of this 
century is likely to be a violent one. 
Political citizenship can be exploited 
easily for protests against a lack of eco- 
nomic opportunity and citizenship. Con- 
sequently, we seem to require not one 
citizenship but two. Neither can be 
neglected, but it seems that despite the 
immaturity of citizenship rights over 
most of the world, the nations of the free 
world have made more progress in 
achieving political than they have toward 
creating secure economic citizenship. 
One of the great perplexities of economic 
and social development is that this ap- 
pears to be almost a corollary of develop- 
ment itself, at least outside the field of 
agriculture. 

This requires some further comment. 
Development requires specialization and 
division of labor, which is only another 
name for the market function. Con- 
sequently, development brings disorgan- 
ization of the old way of doing things. 
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To the degree that an old subsistence- 
agrarian economy is integrated into an 
industrialized market system with com- 
mercial laws, contracts, money payments, 
etc., the old order changeth; familism 
gives way to individualism; people mi- 
grate; a new servitude of debt likely 
appears, and so on. The toll taken by 
misery, child labor, hazardous working 
conditions and sweat shops in the early 
stages of industrial revolutions is notori- 
ous. 

The outcome in the west in a process 
lasting many decades has been the 
achievement by the workers of a new 
security through an economic citizenship 
of union membership and the recognition 
of them as rightful participants in the 
industrial economy. Unionism, vacation 
with pay, health benefits, and retirement 
income plans, for example, are aspects of 
economic citizenship in a mature in- 
dustry. 


The occasion does not permit, or even 
call for, a full comment on economic 
citizenship in industry—and we may be 
permitted the rather arbitrary conclu- 
sion that it is difficult to see how an 
economy of tradition and custom can be 
converted into one of markets and con- 
tracts without great disorganization. It 
was essentially the social disintegration 
concurrent with a rising industrialization 
that gave Marx his evidence for the evils 
of capitalism. Furthermore, a truly 
atomistic competition would always leave 
both industrial workers and their em- 
ployers exposed to the liberty of the 
other party to fire or quit. This would be 
intolerable to both unless there were un- 
limited opportunities for hiring and using 
specialized skills. Inasmuch as modern 
industry is evidently incompatible with 
an economic order of a multitude of small 
competing firms, economic citizenship is 
being achieved through corporations, 
union membership, and so on. It is in 


this context that the significance of 
unionism as an answer to Marx is most 
striking. For a people who have an 
effective political citizenship, it is clearly 
a question of great importance as to how 
much of either a deficiency in industrial 
economic citizenship or poverty is com- 
patible with public order. But for our 
purposes here we may observe simply that 
the high probability of social disintegra- 
tion outside of agriculture as an aspect of 
industrialization makes it doubly im- 
portant to maintain or create a secure 
economic citizenship of farm people on 
the land, if the country is to avoid ex- 
treme disorganization. Hence the need 
for and the prospects of industrialization 
actually strengthen the case for security of 
statuson the land. Correlatively, this cir- 
cumstance also calls for some minimum 
size of farms and maximum charges for 
land use, so that there is a floor to the 
poverty of rural people. It seems quite 


likely that genuine poverty is compatible 


with public order even among politically 
active people provided there is a fairly 
close degree of equality of poverty. This 
aspect of the question also reinforces the 
contention that as farms get smaller, 
there is a stronger general justification for 
owner-cultivatorship. It is notoriously in 
the smallest farms that tenancy has been 
objected to most strongly—here the old 
complaint that the farm is not large 
enough to support two families becomes 
meaningful. In the general balance of 
issues, the economic problem for an 
economy which had achieved security of 
status on the land with small farms shifts 
over to the problem of the marketable 
surplus and the productivity of labor. 
It is suggested here that the value of the 
preservation of order gives a necessary 
priority to security of status upon which 
base an enlarged productivity must be 
built. 
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As one’s mind runs over the situations 
in underdeveloped countries, it would 
seem that the prospect for tension be- 
tween the expectations of political citizen- 
ship and the poverty and lack of economic 
citizenship is greatest among the new 
countries of Asia and the Middle East; 
the case may be even stronger in Africa 
within a decade or two. Here political 
independence and responsibility are great 
but the economies are relatively unde- 
veloped. In all countries with popular 
suffrage, obviously, economic difficulties 
intensify political conflicts. But there is 
the haunting prospect that these tensions 
may become almost unmanageable in the 
underdeveloped areas as a part of the 
very processes of development. And it is 
worth emphasizing that over much of 
the underdeveloped area of the earth the 
ratio of population to natural resources 
is not yet out of hand: southeast Asia ex- 
cepting Java and part of the Philippines; 
most of the countries of the Middle East, 
Africa and Latin America. This seems 
to underline the problems of political and 
economic citizenship and the relations 
between the two, particularly if it be 
granted that secure status on the land is a 
prerequisite of the development of agri- 
culture (and just possibly of population 
control in rural areas). 

J. S. Furnivall has provided us with 
illuminating insights into the disorganiz- 
ing influence of economic development.? 
If one builds upon his thesis, one may 
construct some such series of propo- 
sitions as this: (1) economic development 
leads to the disintegration of the old 
customary social organization; Furnivall 
emphasizes that a unified society is dis- 
solved into a business concern with 
plural societies. (2) It does not seem 
possible (more surely on historical evi- 


* Particularly in Colonsal Policy and Practise (Cambridge 
University Press, 1948), Chap. VIII; and in his contribu- 
tions to South Asia in the World Today, Talbot, Ed. (University 
ot Chicago Press, 1950). ; 


dence it does not seem probable) that 
economic citizenship in industry can be 
achieved in a shorter time than a span of 
many decades. If industry develops, the 
lack of secure participation in industry by 
workers is almost sure to be the source of 
great political unrest—and as noted 
elsewhere this is the historical circumstance 
in the west that provided Marx with the 
principal evidence for his theories. The 
argument for revolution here is ready- 
made. (3) If a society is to develop 
economically, therefore, it seems almost 
imperative that great effort be made to 
provide people on the land with a toler- 
able degree of security of expectations of 
economic status—economic citizenship. 
Secure economic status in agriculture can 
be made compatible with the early stages 
of economic development to a degree that 
seems impossible in industry—precisely 
because self-employed farm families are 
related to markets through firms and 
then only partially. (4) If the in- 
security and disorder of development be- 
comes too great, the very processes of 
development may pave the way for 
triumph of communist imperialism by 
“natural” internal political processes. 
It is this which makes the problems 
in individual countries of economic 
citizenship in general and land reform in 
particular of such grave concern to the 
whole international community. The 
first obligation of scholars is to under- 
stand what is going on. 


Fortunately, out of the long experience 
of humanity on the land and our knowl- 
edge of rural economy it does seem pos- 
sible to sustain a security of economic 
citizenship on the land while a new in- 
dustrial economic citizenship is being 
created. It is in this context that we can 
best see the significance of land reform as 
well as the need to understand the 
attitudes and ways of life of peasant 
people. 
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ITI. 


The peasants of the world and their 
ancestors before them have lived with, on 
and from the land for all the time of man. 
Over many centuries these people have 
achieved a deep wisdom regarding the 
land. If you ask a farmer or peasant 
family anywhere in the world what its 
members cherish most—the answer is al- 
most certain to be a wish for a secure 
hold on the land. 

The attitude of European peasants 
toward the land is succinctly put in a 
recent remark of Professor Constantin 
von Dietze.* Land, he says, is not 


viewed ‘‘as a capital asset” to be sold so- 


that something else might be acquired 
giving better returns—but ‘‘as the home 
of their ancestors as well as of their 
children and grandchildren ....A 
peasant selling a family farm for mere 
profit would disgrace himself in the eyes 
of his family and of his neighbors.” A 
similar attitude has been related from 
Africa where Dr. C. K. Meek quotes a 
Nigerian chief to say, “I conceive that 
land belongs to a vast family of which 
many are dead, few are living, and 
countless members are still unborn.’’4 
If we would understand the problems of 
humanity in the large we must treat these 
views as genuine insights and not as 
prejudices. The peasants of the world 
live with limited horizons but they have 
learned the awful lessons of the terror of 
being landless in an economy based 
primarily upon the use of land. It is 
gratitude and not materialism which 
bows the sturdy peasant down to kiss the 
land which has become his own. Once 
we in the west perceive the deeper mean- 
ing cf such facts we shall understand 
better the political appeal which the 





In a paper read at the Conterence on World Land 
Tenure Problems, October 1951, “‘Land Tenure Issues in 
Furope Since the French Revolution.” 

4*C. K. Meek, Land Law and Custom in the Colonies (Oxtord 
Press, 1949), frontispiece. 


promises of ‘‘the land to the tiller” have 
for peasant people. 

We may see the point more clearly by 
outlining somewhat precisely the different 
social relations which a farmer may hold 
toward the land. At the bottom of the 
scale of rights is the landless farm laborer. 
We have few such people in this country 
and even then there is a considerable 
degree of choice in following the occupa- 
tion. But in the old agricultural coun- 
tries landless workers have virtually no 
alternatives to working on the land. It is 
almost this or starve. With the great 
competition for the few jobs there are, 
these landless people work when they 
can, on what they can get to do. They 
have very, very little effective will with 
reference to the work they do. Their 
relationship to the employer is one of 
command-obedience—and this can 
scarcely be avoided. A tenant however 
rents some land. Within the terms of his 
lease he is to some extent his own boss, 
for at least a little while, for the season. 
He may pay such high rent that his 
return exceeds but little that earned by 
alandless worker, but in his own eyes and 
in the eyes of his neighbors he is some- 
body, as we say. With an owner culti- 
vator it is different; within the limits of 
the small domain the owner-family is 
supreme. Their will be done. They 
have rights that can be enforced; others 
have duties to leave them and their land 
alone. In terms of security of use and 
occupancy of the land, only the owner is 
secure over time. And if land is in- 
heritable the family may plan for the 
careers of the children and the will of 
the family may be made somewhat 
effective for generations. 


The inference is clear; it is not merely 
the fear of poverty that makes peasants 
cherish the ownership of land; it is 
perhaps even more the terror of finding 
themselves and their families without 
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any rights in the land, without any free- 
dom from the arbitrary acts of other 
persons, without any genuine economic 
citizenship. 

The peasants’ yearning for land is not 
without its significance for productivity. 
The “desired” is the raw material of the 
“desirable”; consequently, the aspirations 
of peasants are among the great facts for 
the development of an agrarian economy. 


This is also the root of productivity: 
the highest sustained effort for produc- 
tivity can come only from the willing 
participation of those who labor. As 
Professor John R. Commons has pointed 
out, the major principle of social organ- 
ization in a free society is that of willing 
participation: this is the source of 
economy as well as freedom. But in 
land tenure issues the problem of pro- 
ductivity takes a particular form. Is 
tenancy, or hired labor, as productive as 
ownership? It would take too long to 
argue the issues fully here. The essence 
of the answer is this: that for most types 
of farming the family-size farm is at 
least as efficient as man has yet devised. 
And within this scale of farming, owner- 
operatorship is generally considered more 
productive than tenant-operated farms. 
But ownership in a finance-oriented 
economy, such as in the United States, 
requires capital in amounts creating a 
major problem. Nevertheless, over the 
long run ownership is likely a better 
alternative and goal for policy in under- 
developed countries, evenon the grounds 
of productivity. Farmers can be freely 
induced to produce for a market only by 
the attractiveness of what money will 
buy. ‘They cannot be expected to under- 
take the investment in new skills, im- 
proved technology, soil improvement and 
so on that optimum economic produc- 
tivity requires under present conditions 
of technology, unless they have a long 
time interest in the particular ‘piece of 


land. It is doubtful whether the con- 
ditions of security of tenancy even as 
developed in western Europe are ade- 
quate for optimum productivity over the 
long run. Historically there has been in 
these areas an expectation of secure oc- 
cupancy for tenants which has run on in- 
to the future far beyond the terms of the 
contract. As the stability of ownership be- 
comes shaken by death duties and pro- 
spective sales, the long run security of ex- 
pectations of tenants would seem to re- 
quire public ownership, or the develop- 
ment of a purely investment attitude 
toward land, which is inconceivable in 
an underdeveloped country. 


IV. 


It is no simple matter to satisfy the 
aspirations of peasants for land owner- 
ship in an old and probably poor country. 
If we were to attempt a full statement of 
the problems of achieving such economic 
citizenship we would be led into the 
whole array of issues in economic and 
social development; of the necessity for 
markets, of the problems of the transfer of 
ownership of land without intolerable in- 
justice and without wrecking the capital 
structure and the economy of the country; 
of the importance of family status and 
structure in relation to savings, entre- 
preneurship business organization; of the 
function of education in the creation of 
social overkead capital; and many other 
issues which the professional economists 
find so interesting and important. But 
here we shall keep to the narrower focus. 

There are, of course, practical limits to 
the rate at which the achievement of 
ownership of land by the tiller can be 
achieved in an economy without incurring 
very great costs, in the short run at least, 
through the disorganization of production 
and finance. Furthermore, once achieved 
there is a persistent capital problem which 
is always a part of an investment 
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economy. ‘This has led statesmen ‘n 
many parts of the world to experim::t 
with policies promoting security of t o- 
ancy for tenant farms, rather than owner- 
ship. This seems a much more promising 
avenue of policy in the west than in the 
densely settled areas of the old world. 
But it may be that rental arrangements 
can be devised which insure an effective 
economic citizenship to tenants, but 
they would seem to require some shifts 
in relative power if they were permanent. 
It is to be noted that attempts to apply 
the English pattern of security of occu- 
pancy for tenants has led in India in 
some circumstances to great insecurity of 
occupancy. Where they can, the land- 
lords shift their tenants every year or two 
in order to prevent them from achieving 
such legal occupancy rights that they 
cannot be evicted. There is also agreat 
deal of thought being given in India to 
the reactivation of the ancient village 
system of land ownership and control; in 
this they would actually combine a 
political and economic citizenship on the 
local community basis. But the main 
point we are trying to think through can 
perhaps be made more simply by con- 
ceiving of economic citizenship on the 
land in terms of individual holdings. 
This is the more general case. 


It does seem essential, however, to note 
that even the achievement of ownership of 
the land by the peasants does not give 
them permanent assurance of inde- 
pendence even within the limits of the 
small farms which they own. They must 
also have some freedom of marketing, 
and minimum grants of credit. Essenti- 
ally the control of land use, the control 
of marketing channels and the control of 
credit form a series of interlocking limits 
to farming opportunities within the 
economic limits set by demand. In the 
old cultures land, markets and credits 
are frequently controlled by the same 


families. Any one can be the source of 
great power. 

Land reform may lead to an ownership 
of land which is merely nominal and 
gives farm people only the temporary il- 
lusion of security and independence. We 
have a good illustration of this latter 
point in the communists’ land reform 
programs in the satellite countries. 
Characteristically, land is allotted to the 
peasant families—but the marketing is 
completely controlled both as to prices 
and quantities. It does not take much 
imagination to see great possibilities for 
squeezing the peasants by these devices 
which command a peasant to sell stipu- 
lated amounts of produce at prices 
fixed by authority. 


V. 


If one may draw some simple inferences 
from this discussion, clearly one of the 
first imperatives to us is that if we wish 
to understand the real problems of de- 
velopment in the world community, we 
must achieve some understanding of the 
culture and mind of peasant people. 

The peasant mind is little understood 
by most of us, including, I suspect, most 
of the intellectuals of the countries where 
peasant people are in the majority. On 
this point the great and revered Mahatma 
Ghandi stands out as a true genius. Who 
else is there in our time who has been 
able to so inspire and greatly lead the 
peasant peoples toward peace and 
progress? 

By contrast, the record of the urban- 
oriented liberals of western Europe seems 
tragic indeed. As the great work of 
Professor David Mitrany® shows, the 
urban-minded western liberals of the 
19th and 20th centuries failed to com- 
prehend the peasants’ aspirations, and 
therefore failed to use these aspirations as 


5 Marx Against the Peasant (Chapel Hill: University of 
North Carolina Press, 1951). 
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the driving power toward democracy 
and progress. The result has been that 
the Marxists and the communists have 
ridden into power either with the support 
of the peasants or by their passive con- 
currence, from eastern Europe to the 
China Sea. Yet nothing is clearer in our 
times than the fact that freedom in the 
sense of citizenship must be denied in the 
rationing economies and totalitarian states 
which Marxist doctrine spawns. Free- 
dom from want may be approached 
there—or even achieved—but at a bitter 
price. Development is more than applied 
technology. The peasants know this. 

We may find for ourselves some real 
clues to understanding the present prob- 
lems of peasant societies by studying the 
peasant societies of England and Europe 
of the 15th to the 17th centuries and some 
of the developments therefrom. In these 
old peasant societies, it seems quite clear 
that man could scarcely comprehend 
anything except physical things and 
family relations. In this they but re- 
flected the facts of their situation—to 
follow the interpretation of the late 
John R. Commons.* And this is under- 
standable. Land was the full measure 
of opportunity; most of the produce was 
consumed on the land. The implicit 
conception of property was a thing for 
the exclusive use of self and family. 
This I suspect is largely true of peasants 
today. 

But as we noted above markets are 
essential for development. Now itis of the 
nature of a market economy that property 
acquires an additional significance and 
value as the produce from the property 
acquires market value. This value of 
market access becomes of overwhelming 
importance in a modern economy such 
as ours. As an economy moves toward 
market specialization land acquires a 


* Especially, Legal Foundations of Capitalism (New York: 
MacMillan, 1924). 


new dimension of value. It is this value 
which opens up the way for indebtedness 
and many other ills of market specializa- 
tion. ; 

It seems to have been the lot of peas- 
ants all over the world, as western type 
markets and legal forms were introduced 
into their societies, to have found them- 
selves with a new power to make bar- 
gains ‘‘freely,” which they probably did 
not understand at all but which reduced 
them to landlessness and a new servitude. 
Their property acquired an “exchange” 
value which they could consume at once; 
but which left them foreclosed for the 
satisfaction of these debts of even their 
subsistence plot. 

The moral to be drawn seems to be 
that what is needed, again, are ways to 
combine markets and reasonable safe- 
guards for the preservation of freedom, 
even ways of protecting peasants from 
their own power to damage themselves. 
For it must be remembered that the rise 
of industries and cities requires that food 
move from country to city. If this is not 
done willingly, it will be done forcibly— 
as in Russia and China today and in 
Europe recently in the dislocations of war 
and its aftermath. 


IV. 


The main point I would emphasize, as 
we draw these remarks to a close is the 
possibility that the primary dynamics of 
our time are really the dynamics of 
citizenship and not that of technology. 
Improved technology is absolutely essen- 
tial for the achievement of greater freedom 
from want, but this technology must be 
made the servant of an enlarging citizen- 
ship and not the master. This must be 
so if we are to have both abundance and 
freedom. This, I believe, is what the 
great mute mass of humanity also senses. 


Clearly, adjustments in land tenure 
may be some of the most important ways 
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of achieving this enlarged citizenship. 
I recall two experiences of the past year 
which illustrate both the possibilities and 
the problems of using land reforms in the 
campaigns for an enlarged citizenship. 
In visits to Japanese villages I have seen 
former tenants who are now small 
owners sit around the same conference 
table and argue as equals with their 
former landlords. A Japanese friend told 
me that these same tenants before the 
land reform would not dare to speak out 
boldly and tell jokes before their land- 
lords. But now that they have land of 
their own they are no longer second-class 
citizens. ‘True the farms are small, but 
the size of farm was not a major issue in 
the reform since the programs were 
carried out principally on the premise of 
leaving units of cultivation relatively 
undisturbed. 


A few weeks later I stood in a village 
in the state of Uttar Pradesh in India 
and talked with peasants about their 
intentions to avail themselves of the 


privilege of getting full title to the land 
of the former landlord-zamindars, which 
the state of Uttar Pradesh took over on 


July 1, 1952. There I saw the im- 
pressive connections between economic 
and political citizenship. It would take 
a long statement to explain this point 
fully but the essence of it is that henceforth 
the occupant of land will deal directly 
with the state either as owner or tenant 
—to use our terminology. The inter- 
mediaries were swept away. It takes 
little imagination to see how this new 
relationship is going to intensify political 
activity. The state has formulated and 
initiated a land reform program designed 
to eliminate the abuses and indignities 
inherent in the zamindari tenure pattern. 
This plan was the product of years of 
careful work; the Congress party stands 
for compensation to former owners and 
purchase of land rights by peasants. 


The tactics of the communist party are 
quite different. They say to the peasants, 
give us the chance and you'll get the 
land free. This experience indicates 
two very important points: (1) that some 
kind of land reform had to come, and 
(2) that with it comes a new experience 
of fuller citizenship which may virtually 
place the political destiny of the state 
in the hands of the peasants. The 
fact that it is not possible in India 
to give all persons on the land equal 
opportunity to acquire land without 
reducing the holdings to minute sizes 
greatly intensifies the problem. Gener- 
ally speaking, only former tenants have 
the privilege of occupancy or ownership 
rights; landless workers remain landless. 
Consequently, the implicitly intended 
way to achieve a tolerable minimum 
standard of living for the poorest is 
through greater industrialization which 
creates economic opportunities for the 
landless. But this cannot be done 
readily. Consequently, policy decisions 
seem forced back to improvisation like 
subsistence plots for landless workers, to 
buy enough time to permit a more 
adequate development. In any case, 
here is a most impressive instance of 
where an intensified political citizenship 
is occurring with great groups of people 
lacking secure economic citizenship, 
which seems destined to intensify the 
political struggle enormously. This sort 
of situation seems inevitable under the 
present circumstances of the old agrarian 
countries, 


I would make clear that I do. not 
recommend land reform measures with- 
out qualification or reservation, for we 
know full well some of the costs and 
dangers of this way. As a matter of 
policy, we need to take our bearings 
from great principles. (1) The society 
and the economy should be held to- 
gether asa continuing going political and 
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economic concern to preserve and assure 
a minimum of security of expectations. 
This puts limits on the rates at which 
changes can be introduced. (2) Changes 
in the capital structure of an economy, 
including the redistribution of income 
and equities, must be kept within the 
tolerable limits of inflation and financial 
instability. (3) The total volume of 
production, income and the aggregate 
of economic opportunities must be in- 
creased by an expansion of the economy. 
Clearly we must use the processes of 
capital formation, industrialization and 
technology to increase the total produc- 
tivity of an economy. But these processes 
actually occur within a matrix of eco- 
nomic and social organization wherein 
the freedom, status and willing participa- 
tion of the citizens are crucial factors. 
Consequently, we need a vast program of 
social research on the problems and pro- 
cedures of land reform. For one thing, 
we need to re-study the whole history of 
the evolution of the status of free men 
on the land from that of feudal serfdom 


in the west. We should also find out how 
to avoid having peasants become com- 
placent once land is granted them; near- 


stagnation has occurred in parts jof 
Europe as consequence of peasant pro- 
prietorships. We must have a progressive 
agriculture technically and-a marketed 
surplus if the world is to be fed. Here I 
would also re-emphasize the greatness 
of the potential dynamics of the status of 
the people in their yearning for a new 
dignified citizenship. 

In closing, I should like to refer again 
to the industrial parallel. It is a great 
credit to our labor leaders, the enlightened 
industrialists and the devoted scholars, 
who struggled successfully to understand 
it all, that an industrial and economic 
citizenship has been achieved for millions 
upon millions of our people. It is also 
worth noting that the essential partner- 
ship which was achieved is enormously 
productive. The principle to be drawn 
is that a free society is a a strong society 
because free men are stronger than 
slaves; a free society can enlist the 
vigorous and willing participation of its 
members in economic life. Secure eco- 
nomic citizenship on the land is produc- 
tive for the same reasons. This is a great 
opportunity and challenge to the free 
world. 





Some Aspects of the Rate-of-Return Problem 
By E. W. CLEMENS* 


MONG the more recent develop- 

ments in public utility regulation 
has been the shifting of the focal point of 
interest from the problem of valuation to 
the problem of the rate of return. It has 
been the standard complaint of critics 
for years that volumes of testimony and 
chapter upon chapter in books have been 
given to the former problem while rela- 
tively little attention has been paid to 
the latter. Since the Hope Case, how- 
ever, Many commissions have taken an 
uncompromising stand on the valuation 
issue and in many jurisdictions utility 
companies hardly attempt to get fair 
value evidence into the record.? 


At the same time interest in the rate 
of return problem was revived by the 
development of the so-called “cost-of- 
money” theory, a more or less mechan- 
istic approach to the problem. Although 
the basic outlines of the theory are fairly 
well established, the controversies en- 
gendered between utility and commission 
witnesses fall short by little in violence 
from those which characterized rate 
base theory in the past.? 

The cost-of-money theory of the rate of 
return is fundamentally one of building 
up the over-all rate of return from com- 
ponent parts of debt, preferred stock and 
common stock capital costs. The present 
and past costs of debt and preferred 


* Protessor of Economics and Business Administration, 
University ot Maryland. 

1 For a study of the impact of the Hope Case on utility 
valuation in the states see a forthcoming article in the 
Columbia Law Review by Joseph R. Rose. Rose states that 
out of forty-three states, four used original cost betore and 
after the Hope Case, nine still follow fair value, and twenty- 
seven changed from fair value to original cost. In three 
states the evidence was inconclusive. 

2Two studies by the Federal Communications Com- 
mission did much to open up a new approach tq the rate of 
return problem. These were The Problem of the Rate of 
Return in Public Utility Regulation with Special Reference to the 
Long Lines Department of the American Telephone and Telegraph 
Company (1938) and Factors Underlying the Rate of Return in 


stock capital in terms of yields have 
always been matters for consideration 
by commissions dealing with the fair 
return; it is the treatment of the cost of 
common stock capital that represents the 
new development creating most of the 
multitude of controversial issues when 
this theory is applied. The cost-of 
money theory boldy assumes that the 
relevant cost of equity capital is measured 
by earnings-price and dividends-price 
ratios or, in other words, by the rates at 
which earnings and dividends are capital- 
ized in current stock markets. Of the 
many problems involved this paper will 
deal with only three: (1) the problem of 
the proper use of earnings-price and 
dividends-price ratios, (2) the problem 
of capital structure, and (3) the problem 
of inflation. A comparatively recent and 
widely-read article by Professor Morton 
will be the basis for the discussion of the 
third problem. 


The Use of Earnings-Price and Dividends- 
Price Ratios 

If it is accepted that market yields on 
securities are indicative of the cost of 
capital and fair return on equity capital, 
a question immediately arising on the 
threshold of the inquiry is whether rele- 
vant data are to be drawn from the 
common stock of the utility in question or 
from some other representative group of 
securities. If the utility’s stock is not 


Public Utility Regulation (1938). A more recent study by the 
American Gas Association and Edison Electric Institute, 
Financing Utility Capital Requirements (1949), is also a compre- 
hensive analysis. The utility viewpoint on the many contro- 
versial issues is well explained by C. Austin Barker in a paper 
entitled, “Rate of Return,” delivered betore the Edison 
Electric Institute Rate Research Committee, May 15, 1942. 
For another view, see J. C. Bonbright, “Public Utility Rate 
Control in a Period of Price Inflation,” Land Economics, 
February 1951, p. 16; also, E. W. Clemens, Economics and 
Public Utilities (Appleton-Century-Crofts: 1950) ch. 10, 
“Rate of Return,” and the bibliography on the topic, pp. 
696-698. 
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traded the question is of course answered 
immediately. It is sometimes insisted 
that “‘cost of capital” can refer only to 
the company in question and the rates 
at which interest, earnings and dividends 
are capitalized by that company. On 
the other hand, such capitalization rates 
may be influenced by the rate proceeding 
under way, or by fortuitous or chance 
circumstances. A better measure, it is 
argued, can be obtained from the data 
of comparable companies. It is also 
said that the former procedure deprives 
the company of the benefit of its own 
good credit rating, or rewards it for a 
poor credit standing. 


If necessity or policy requires resort to 
data taken from the general market, the 
questions created are legion. Capitaliza- 
tion rates differ between companies and 
are obviously influenced by the credit 
standing of the companies, which in turn 
is influenced by company size, the num- 
ber of years in which dividends have 
been paid, the number of years in which 
the stock has been traded, capital struc- 
ture, surplus, rates of growth, trends, 
local conditions, existence of competition, 
the strength of local public ownership 
movements, the nature of regulation, 
and other factors. A  thoroughgoing 
familiarity with these factors as they 
affect each of the companies from which 
data are drawn is as much a prerequisite 
of a reliable cost-of-money study as is 
statistical competence. 


The use of capitalization rates as a 
measure of capital costs is premised on 
the assumption that the market evalua- 
tions of investors are made on the basis 
of existing and prospective earnings and 
dividends. By and large this seems to be 
a reasonable assumption but there is 
seldom any universal opinion about the 
future and those opinions that are held 
are characterized by a high degree of 
uncertainty. However, there are in- 


stances where investors are obviously 
capitalizing expected changes in earnings, 
dividends or market values. The intro- 
duction of natural gas by utilities that 
previously supplied manufactured gas 
created the expectation of increased 
earnings which was reflected in lower 
capitalization rates. The common stocks 
of certain ‘“‘growth” utilities commonly 
sell at lower capitalization rates than 
those of other utility stocks. It is also 
claimed that the value of natural gas 
pipe line stocks has been influenced by 
growth possibilities and by the prospec- 
tive increase in the value of gas reserves. 

Finally, and most important, there is 
the question of whether the market gives 
greater consideration to dividends or to 
earnings. Many of the earlier studies, 
such as those of the Federal Communica- 
tions Commission, gave exclusive atten- 
tion to earnings. Presumably the finan- 
cial market did likewise for the so-called 
price-earnings ratio has a long and 
respectable history among security an- 
alysts. Today the belief is more widely 
held that the market tends to capitalize 
dividends rather than earnings. A recent 
survey of utility analysts’ opinions showed 
unanimous agreement on this point.® 
There are many reasons for this—earn- 
ings are subject to great short range 
fluctuations, solid surplus accounts create 
the belief that any existing dividend rate 
will be maintained, earnings once paid 
out in dividends are beyond regulatory 
action while ploughed back earnings may 
not be, investors may be unmindful of 
earnings while they are definitely con- 
scious of dividends. It is also interesting 
to note that these analysts‘ did not 
attribute the new attitude to investor 
ignorance, but rather to the fact that 
utility security issues have become sea- 
soned. 


3See John F. Childs, “Some Comments on Dividend 
Policy,” Public Utilities Fortnightly, March 30, 1950, pp. 399, 
400. 
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Because of the wide variations in 
dividend policies both between companies 
and over periods of time, the so-called 
‘pay-out ratio” has come to have great 
importance in calculating the theoretical 
cost of equity capital. The pay-out ratio 
is simply the percentage of earnings paid 
out in dividends or, similarly, the per- 
centage relationship between the divi- 
dend-price and earnings-price ratios. 
Some of the older New England electric 
utilities commonly pay out more than 
90 percent of their earnings while, on 
the other hand, some of the other con- 
servative electric utilities are at the 
present time paying out less than 60 
percent of their earnings. Some rational 
approach to the problem of measuring 
the relative effect of earnings and divi- 
dends on market values is obviously 
necessary in determining the cost of 
money, although some expert witnesses 
have from time to time based their 
studies exclusively on earnings and on 
the earnings-price ratio. Others have 
testified that, as a matter of judgment, 
the market gives two or three times as 
much weight to dividends as to earnings. 


In an attempt to measure statistically 
the effect of the pay-out ratio upon the 
rates at which common stock earnings 
and dividends are capitalized, the author 
studied the ratios of 61 electric operating 
utilities for the year 1952. The com- 
panies selected were relatively well known 
and had annual revenues of $15,000,000 
or more; the prices used were the averages 
of the highs and lows for the year; 
earnings were earnings per average share; 
and the dividends were the actual divi- 
dends paid during the year. At the 
outset it was recognized that differences 
in the “‘quality”’ of the stocks might affect 
the results. Accordingly, the stocks were 
split into two groups, one group includ- 
ing 38 common stocks rated “B” by 
Fitch’s Investors Service and the other 


TABLE I—Drviwenps-Price AND Earnincs-Price Ratios 
AS INFLUENCED BY Pay-Ourts 


Medium Quality Electric Operating Utility Common Stocks 
(Rated “‘B”’ by Fitch's) 
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High Quality Electric Operating Utility Common Stocks 
(Rated “BB”? or better by Fitch’s) 








group including 23 stocks rated “BB,” 
“BBB,” and “A.” Companies with 
stocks rated below “B” were not studied. 
Although some analysts might disagree 
with the ratings, it is felt that the ratings 
would in general correspond to the re- 
gard in which the common stocks are 
held by informed investors. Each of the 
four groups were split into four subgroups 
on the basis of their pay-out ratios. 
Figures 1 and 2 show the results in 
graphic form after least square curves 
were drawn from the data points. In 
Figure 1 the downward slope of the E-P 
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curve is 2.7 times the upward slope of the 
D-P curve; in Figure 2 the downward 
slope of the E-P curve is 2.2 times the 
upward slope of the D-P curve. 


6c 7 90 
Per Cent of Earnings Paid Out in Dividends 


FIGURE 2. Drviwenps-Pric—E AND EARNINGS-PRICE 
Ratios As INFLUENCED BY Pay-Outs: HicH QUALITY 
Exrectric Operatinc Utitrry Common Srocks. 


This indicates that the dividends-price 
ratio is somewhat more stable than the 
earnings-price ratio. As the pay-out is 
increased, market prices tend to go up 
with dividends rather than remain con- 
stant with earnings. (If prices were in- 
fluenced entirely by dividends, the D-P 
curve would be a horizontal line; if in- 
fluenced entirely by earnings, the E-P 
curve would be horizontal line.) The 
results of this study correspond approxi- 
mately to the results obtained in other 
similar studies by the writer. In short 
the study indicates that market values 
of utility common stocks are influenced 
more by dividends than they are by 
earnings. 


It is apparent that no precise estimate 
of the cost of equity capital can be 
obtained without assuming some pay-out 
ratio. This carries us into one of the 
most controversial of the many technical 
problems involved in cost of money 
studies. It would obviously be to the 
advantage of the utility to assume as low 
a rate as possible; commission and rate- 
payers’ experts tend to assume more 
liberal pay-outs. Sometimes, existing 
pay-out ratios are used; at other times 


recourse is taken to the history of the 
industry or the firm. Table II shows the 
ratios of all Class A and B electric utilities 
from 1937 on as well as those of the 
consolidated American Telephone and 
Telegraph Company system. 


TABLE II—Pay-Our Ratios: ELEctrIc AND TELEPHONE 
UTILITIEs 


Class A and B 
Electric Utilities 


ta Bell System 
79.9 
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78 6 
Sources: Federal Power Commission, Statistics of Electric 
Utilities In United States, Annual Reports, American Tele- 
phone and Telegraph Co. 


The calculated pay-out ratios are 
somewhat misleading for they conceal a 
considerable amount of “attrition” that 
takes places in the surplus accounts. 
Thus for the period 1938-1951 the electric 
utility industry earned $1,815,400 more 
than it paid out in dividends, yet the 
surplus account of the industry increased 
only $744,200,000. The disparity indi- 
cates that the industry charged to surplus 
amounts of more than a billion dollars 
over and above dividend payments dur- 
ing the period. The most important of 
these charges have been of two kinds: 
(1) unamortized bond discount and ex- 
pense charged to surplus when refund- 
ing bonds were issued at lower interest 
rates, and (2) adjustments to plant and 
property accounts 100.5 and 107. The 
latter reached its peak in 1945 and is now 
of negligible importance. Rising in- 
terest rates may also decrease the calling 
and refunding of bond issues, and con- 
sequently drains on surplus from this 
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source might be somewhat reduced in 
the future. 

The Bell System has obviously paid out 
a higher percentage of its earnings than 
the electric utility industry. Whether 
this is due to necessity or volition is a 
controversial question. The American 
Telephone and Telegraph Company 
Management and witnesses generally 
start from the premise that the company’s 
traditional nine-dollar dividerd must be 
maintained. The dividend has been 
paid since 1922 although it was not 
covered by earnings in no less than nine 
years during the period. 

Two other factors must qualify any 
other generalization as to proper divi- 
dend policy. A large surplus may justify 
a liberal dividend policy. It is also 
generally assumed that a company with 
a large common equity in its capital 
structure may pay more liberal dividends 
than one that is trading heavily on the 


equity. 
The Problem of Capital Structure 


Another group of problems revolves 
around the capital structure assumed in 
determining the cost of money. An 
over-all cost of money built up as the 
sum of the debt, preferred stock and 
common stock capital in effect assumes 
the weight to be given to each and, cor- 
respondingly, a certain capital structure. 
A high percentage of equity capital pre- 
sumably has two effects on the over-all 
rate of return. In the first instance it 
has some slight effect in decreasing the 
cost of all three types of capital because 
it stabilizes or increases the earnings 
available for each. On the other hand, 
a larger equity percentage increases the 
over-all cost because equity capital is 
high cost capital. In other words, there 
is some point at which both a decrease 
and an increase in the proportion of 
equity capital will raise the over-all cost. 


Conceivably it is possible to determine by 
statistical analysis the capital structure 
that would produce the lowest over-all 
cost. Such a structure would be one 
with a very low percentage of common 
stock capital and one in which risk would 
be considerable. It would have littie 
regulatory significance.‘ 

The solution nearest at hand—that of 
using the company’s actual capital struc- 
ture—is frequently inapplicable if there 
is no organized market for the com- 
pany’s securities. Once resort is made to 
data developed from other companies 
the whole question of capital structure 
is immediately opened. The situation in- 
variably arises when the cost of capital 
for Beil operating subsidiaries is before a 
commission. Only five of the Bell 
System companies have common stock 
in the hands of the public and the amounts 
are relatively small. Again, if the 
utility’s actual equity interest is small, the 
structure will usually be rejected by the 
company witnesses; if it is large it will 
be questioned by commission witnesses. 
If the equity is thin it can be argued that 
a utility is penalized by a lower rate of 
return merely because it happens to have 
a different capital structure from some 
other utility which in other respects is 
exactly comparable. Furthermore, it is 
argued, the lower resultant return under- 
mines the company’s credit, makes stock 
financing more difficult, forces the utility 
to go deeper and deeper into debt, and 
further injures its credit and lowers its 
return. This argument has been ques- 
tioned but it can be argued with force 
that a utility with little common stock 
might reasonably be expected to cover its 
dividends by a larger margin than a more 
conservatively financed company. 


‘It is of course true that regulatory commissions have 
some control over the capital structure of a utility but the 
acceptance of any given structure as a basis tor determining 
the cost of capital carries with it no regulatory commitment 
or compulsion relative to the company’s financial policies. 
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If, on the other hand, the equity is 
thick the return is very appreciably en- 
hanced and commissions may question 
as to whether the ratepayer and the 
company are not paying too high a price 
for financial stability. The problem 
emerges more forcibly when the common 
equity claimed is not the company’s 
actual one, but merely a hoped for one 
or an ideal one. This is the situation 
into which the operating subsidiaries of 
the Bell System are almost inevitably 
projected. The American Telephone 
and Telegraph Company maintains that 
the debt of the consolidated system should 
be maintained as close as possible to one 
third of the capital structure, an un- 
usually low percentage as utility com- 
panies go. Such a ratio, it is said, 
maintains the credit of the system and 
gives management a chance to borrow 
when equity financing is unfeasible. 
Historically, the Bell System’s actual 
ratio fluctuates widely and has com- 
monly run much higher than this, indeed 
to as much as 50.5 percent in 1948. 
Acceptance of the % debt theory would 
thus generally give the company all 
the advantages of trading on the equity 
without incurring any of the risks. 

It also can be doubted whether a 
substantial common stock equity actually 
yields the stability and safety with which 
it is commonly associated, particularly if 
regulatory commissions refuse to recog- 
nize the higher capital costs incurred by 
such a policy. For example, the electric 
utility industry whose composite capital 
structure contains about 39 percent 
common stock equity could never have 
built up its substantial surplus if it had 
financed through a structure consisting 
of two-thirds equity, the ratio considered 
desirable by the Bell system. 

A middle-of-the-road position, open at 
least in the case of the electric utilities, 
is that of taking the average structure of 


the industry. It may be questioned as to 
whether the capital structures of such old 
and established companies as the Boston 
Edison Company or the Pacific Gas and 
Electric Company should be averaged to- 
gether with those of the many smaller 
utility companies which have only recently 
been cut loose from their holding com- 
pany ties. Even in the case of these two 
companies, the Boston Edison Company 
has some 55 percent of its capital in the 
form of common equity, while the Pacific 
company has less than 30 percent. 


The Problem of Inflation 


The percentage cost of equity capital 
is commonly applied to the book value 
of the common equity. This is funda- 
mentally an original cost approach which 
recognizes growth through surplus ac- 
cumulations but gives no weight to in- 
flation. It has been attacked particularly 
by utility witnesses in those instances 
where commission attachment to an 
original cost rate base precludes an en- 
hancement of earnings through increased 
valuations. Generally speaking, the ar- 
gument is couched in these terms: the 
value of the dollar has declined, 1953 
dollars are not the same as 1940 dollars, 
a return computed from present-day 
market relationships and applied to 
values expressed in dollars of prior years 
results in the expropriation of the value 
of the property and investment com- 
mitted by old investors. 


Various means have been used to com- 
pensate for inflation by utility witnesses. 
One method is to enhance the computed 
rate of return by an index of inflation 
based on the reciprocal of the present pur- 
chasing power of all capital committed 
to the enterprise less the withdrawals 
since the inception of the utility. In one 
case with which the writer was con- 
nected involving an electric utility, this 
process was carried back to the 1850’s, 
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considerably before the discovery of in- 
candescent light bulbs. The method has 
been characterized frequently as an 
attempt to bring reproduction cost in 
through the back door. In some in- 
stances the adjustment is applied to the 
over-all rate of return, in other instances 
only to the common stock component. 
Another device used at times is that of 
weighting the cost of common stock 
capital according to the prevailing market 
value of the stock rather than the book 
value. This, of course, involves cir- 
cular reasoning, but it has been used by 
many witnesses. 

One of the most telling and more 
reasonable approaches is that of Professor 
Morton presented in this journal in an 
article entitled, “Rate of Return and 
Value of Money in Public Utilities.”’5 
The article is worthy of painstaking 
scrutiny. ‘The remainder of this article 
will deal with certain countervailing 
considerations. 


Under the theory to which Morton 
takes exception, the yield is applied to 
the book value of the common stock 
equity. Theoretically, the result of this 
procedure is that the market value of the 
utility stock in question is kept equal to 
the book value.* It is assumed that both 
market and book values will be enhanced 
gradually by the ploughing back of 
earnings over and above dividend re- 
quirements. The market value of the 
stock would be stabilized except for this 
more or less continuous increase in the 
surplus account. The application of the 
theory thus protects primarily the mone- 
tary integrity of the stockholders’ in- 
vestment. Morton would determine the 
the cost of equity capital the same way 
but would adjust upward the return on 


5 Walter A. Morton, “Rate of Return and Value of 
Money in Public Utilities,” Land Economics, May 1952, p. 91. 

*In practice the market value may be somewhat greater 
it the cost of equity capital is computed as something more 
that the “bare-bones” cost. 


common equity by a general price level 
index with 1946 as the base year. This 
inflationary adjustment would be a 
recognized and continuing regulatory 
device to be used whenever a rate case 
arose. By this procedure it is said 
common stockholders would be compen- 
sated for inflation and would receive an 
income of more or less constant pur- 
chasing power. 


At the outset it must be pointed out 
that it is improbable—at least over the 
short run—that the plan would produce 
a return to common stockholders of 
stabilized purchasing power. It is more 
likely that it would stabilize the expected 
purchasing power of the market value of 
the equity investment—something en- 
tirely different and of limited desirability. 
This arises from the fact that the formula 
consists of two variables, the cost of 
money and the price or inflation adjust- 
ment. The inflation adjustment standing 
alone would give the investor an income 
of constant purchasing power, but it 
would not do so if it were coupled with 
the cost of money computed from market 
yields. Investors would simply discount 
expected inflation or deflation and bid 
up, or bid down, the value of the stock 
accordingly. Under conditions of ex- 
pected inflation, yields would be lower 
than otherwise; under conditions of ex- 
pected deflation, yields would be higher. 
In other words, a stock that normally 
yielded 5.5% might sell to yield only 
5.0% if inflation were expected and the 
inflationary adjustment were assured; if 
deflation were expected it would be dis- 
counted and the stock would sell to yield 
say 6.0%. Only if the market antici- 
pated no change in the price level, in 
future income, or in future institutional 
arrangements would the equity investors’ 
actual income be adjusted to purchasing 
power. This process of discounting would 
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in effect constitute an exchange of future 
and present earnings. 

It is likely that in the long run the 
return would move upward with prices 
but, assuming inflation, the inflationary 
adjustment might be offset to a degree 
by the lower yield at which inflation- 
protected securities would probably sell. 
However, a cyclical pattern would be 
imposed upon the income flow; income 
would be higher in times of expected 
deflation; lower in times of expected 
inflation. 

It is to be expected that these varia- 
tions would be significant due to changes 
in expectations and other factors. The 
market cost of equity capital certainly is 
not a constant and in the short run is 
subject to even greater variations than a 
general price index. Moody’s index of 
price-earnings ratios shows that the in- 
dustrial investor in 1948 demanded a 
return in earnings of 239 percent of what 
he demanded in 1945. Other relation- 
ships are shown in Table III. Certainly 
TABLE ITI—Maxmum Ftucruations In Common Stocks 


Capirat Costs, 1945-1951: Moopy’s YEARLY AVERAGES 
Earnings-Price Ratios 
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it is not unreasonable to conclude that 
market cost of capital would not be a 
constant; indeed the changes would 
likely be much greater than changes in 
the price level and in no predictable 


synchronization with it. The effect would 
be to give the equity investor a real 
income that was sometimes less and some- 
times more than his monetary income. 

Although it is without relevance in 
evaluating the adjustment procedure, it 
is interesting to note that the market 
values of utility common stocks are 
already considerably above their book 
values. Computations based on figures 
for August 29, 1952 as taken from Bear, 
Stearns & Company’s analysis of 131 
electric operating and holding company 
stocks indicate an aggregate tangible 
book value of $6,470,000,000 as com- 
pared with an aggregate market value 
of $9,430,000,000 or 145.7 percent of 
the book value of the same common 
stocks. Morton’s tables II and III’ 
indicate an adjustment of utility stock 
values of only 36.5 percent. If the 
formula were to be applied rigorously 
the result would be downward pressure 
on utility earnings and security prices. 

The change in the basic characteristics 
of utility securities is, in the opinion of 
the writer, the most important considera- 
tion in evaluating Morton’s proposal. 
The complex of investor motives can be 
analyzed in terms of four primary ob- 
jectives for which equity investors search: 
(1) assured income with a minimum of 
risk, (2) liberal income with the accep- 
tance of greater risk, (3) appreciation in 
value over the near or long run future, 
and (4) protection against inflation.® 
Common stocks may be roughly classified 

7 Op. cit. pp. 127, 128. 

8 For example, Merrill Lynch, Pierce, Fenner and Beane 
in a manual called How to Invest classify securities in terms 
ot three major objectives: growth, income, and safety. A 
more diversified classification is that of five groups contained 
in a release by E. F. Hutton and Company in October 1951. 
The groups are: (1) stocks primarily for inflation protection 
(investment issues with raw material reserves); (2) stock tor 
long-term growth (issues with better than average ruture 
prospects); (3) cyclical stocks for an expanding economy 
(companies expected to share an increasing business volume); 
(4) defensive type stocks tor income (better grade issues 
providing an attractive return); and (5) speculative stocks 


for trading purposes (lower priced shares with favorable 
possibilities). 
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into four corresponding groups. In 
general, each of these objectives can be 
attained only at the expense of the 
others. Morton’s argument is almost 
entirely concerned with the attainment 
of the last-named objective. The prob- 
lem takes on somewhat different colora- 
tion if the other motives are considered. 


An investor who seeks assured income 
without risk of either changes in income 
or loss in capital value must of neces- 
sity be satisfied with a rather low return. 
Bonds, preferred stocks and investruent 
quality common stocks satisfy the objec- 
tive of such an investor. Pursuit of the 
second objective carries with it the pos- 
sibility of loss which offsets the greater 
income. The realistic investor is con- 
scious of the fact that he might find his 
higher income wiped out by capital losses 
due to risks of the business cycle, changes 
in tax or tariff laws, the emergence of a 
new kind of competition or a muititude 
of other risks impossible to evaluate be- 
cause they have never even been thought 
of. If appreciation in value or income is 
fairly well assured, existing income is 
likely to be capitalized at a very low rate, 
but if there is any great element of un- 
certainty about the expected apprecia- 
tion, the opposite is likely to be true. It 
is difficult to generalize about stocks pur- 
chased by investors seeking a haven from 
inflation for the simple reason there are 
few if any stocks that are “inflation 
hedges.” Those stocks which are some- 
times so characterized will appear on 
analysis to be either stocks of the second 
group, the so-called high income “‘business 
cycle”’ stocks, or those of the third group 
which are “low income” growth stocks. 
The particular characteristics that would 
accrue to utility stocks under an inflation 
adjustment are not common to either 
of these groups. . 


The general differential in yields be- 
tween stocks of the several groups is 


exemplified by two portfolios in Moody’s 
Stock Survey of December 1, 1952: one, 
a portfolio of “growth” stocks, which in- 
cludes oil and chemical issues, sold to 
yield 3.74 percent; another, an “income” 
portfolio of fourteen stocks, half of tnem 
utilities, sold to yield 6.08 percent. Even 
the growth stocks carried with them a 
high degree of risk. It is quite possible 
that if utility stocks could be impressed 
with inflation proof characteristics along 
with their other characteristics, the de- 
mand for them might be such as to carry 
their yields to a level even lower than that 
of growth stocks. 


Plans to adjust utility earnings for the 
effects of inflation are generally premised 
on the assumption that the owners of 
utility securities are a unique group who 
vis-a-vis other groups have been seriously 
injured. However, it can be doubted 
whether there is any clear cut differentia- 
tion between investors in utility stocks and 
other investors. Investors do not nor- 
mally commit all their capital to one 
type of security. Fully mindful of the 
fact that the future cannot be predicted 
with any degree of certainty they com- 
monly balance their portfolios so as to 
attain some measure of protection against 
all sorts of eventualities. Utility stocks 
never have been bought as a hedge 
against inflation; investors secured that 
protection by other means. 


The stock market remains one of the 
freest of markets in our institutional 
economy, at least in the sense that there 
is free adjustment of market values after 
the impact of institutional forces. Inves- 
tors act volitionally; market values reflect 
the sum tota] of many vectorial forces 
acting upon them. No investor is com- 
pelled to buy utility stocks nor is he com- 
pelied to keep them. Values are to- 
day’s values which do not reflect past 
costs; in this sense capital and the in- 
vestor’s commitment are sunk. This, 
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however, is only the basic characteristic 
of a capitalistic economy. An investor 
buys and keeps utility stocks volitionally, 
and, as a matter of fact rather than of 
theory, he is constantly increasing his 
invesiment. ® 

What is true of investors today was 
also true in 1945. It is only in retrospect 
that some investments can be shown 
specifically to be better than others. 
Those investors who in 1945 and 1946 
bought stocks which subsequently multi- 
plied in value took all the risks including 
the risk of a widely-feared postwar de- 
pression. Investors in utility securities, 
on the other hand, bought and are con- 
tinuing to buy liberal income with 
limited risk. The financial literature of 
1945, as the financial literature of today, 
indicates clearly that utility stocks are 
not bought as hedges against inflation 
although inflation was and is a possibility. 
Professor Morton inferentially recognizes 
this when he attributes the relatively 
high yield on public utility common 
stocks (6.10 percent) in November 1950 
to the fear of inflation.!° 


Although Professor Morton presum- 
ably concedes that the high yield on 
utility stocks in November 1950 was due 
to investor recognition of the fact that 
they were not hedges against inflation 
this writer is not willing to accept the 
concession as being of any great signifi- 
cance. It is interesting to note thatthe 
yield on industrial stocks, which afford 
much better hedges against inflation, was 
even higher and declined to an even 
greater extent over the same period. 
Morton cites utility stocks as declining 
in yield from 6.10 percent to 5.52 in the 
November 1950-January 1952 period. 
During the same period industrial yields 

* Out of 134 electric utilities whose common stocks are 
traded publicly, no less than 54 offered new stock 
during 1952. These stock offerings have been almost 


uniformly successtul, 
10 Op. cit., p. 112. 


declined from 7.12 percent to 5.57 per- 
cent. In November of 1950 inflation 
was admittedly a matter for serious con- 
cern. But there was no unanimity that 
common stocks were desirable invest- 
ments. Among the other factors that 
were clearly weighing on investors’ minds 
were the impact of taxes, price freezes, 
raw material and manpower shortages 
and allocations. Some financial analysts 
expected a decline in earnings. Stock 
market values were subject to the same 
influences that affected capital markets 
in general such as the volume of savings 
and new security flotations. There is no 
necessity of attempting the impossble 
task of weighing the many considerations; 
it is sufficient to point out that market 
prices represent the investors’ concensus 
on all factors. 

Morton has made the significant and 
fundamental point that the cost-of-money 
formula can compensate the investor 
to a degree for anticipated inflation 
but cannot compensate him for realized 
inflation. It can be argued that the 
risks of inflation are only some of the 
many risks involved in capital commit- 
ment for which there is no compensation 
after the event. Inflation has been a 
definite possibility since the end of World 
War II if not before, but there was also 
reason to believe that a depression might 
await the investor. Investors have been 
free in the past to trim their sales accord- 
to their beliefs. Old investments could 
have been liquidated, new investments 
made. Some chose to run the risk of a 
depression, others sought the more secure 
returns of public utility investments. 


Investors of today are equally free to 
make their choices. It is possibly true 
that, if it were not for the fear of inflation, 
utility securities might be selling at 
higher prices and lower yields than they 
are. The investment decision that was 
perfectly clear in retrospect for yester- 
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day is today clouded with more un- 
certainty. Another depression is pos- 
sible. If the investor thinks not, if he 
thinks inflation is inevitable, the way is 
open for him to profit thereby. There 
are stocks that he can buy, investments 
that he can make, that surely will com- 
pensate him for all the losses of inflation. 
All that is necessary is that he find them 
and that he accept the other disabilities 
that attach to them. A year ago Kenne- 
cott Copper was selling for $90 a share 
and was recommended as a hedge against 
inflation. Today it is selling for $63. 
It would take an investor more than 
four years to get back his capital loss 
from the $6 dividends paid by the stock. 
Amerada Petroleum has long been a 
favorite of “growth”- and “‘inflation’- 
conscious investors. In 1952 it sold 
for $235 a share. ‘Today it sells for 


around $160. It would take an investor 
25 years to get back his capital loss from 
the $3 dividends it pays. 


Apart from the ethical questions in- 


volved, the feasibility of an inflationary 
adjustment to the rate of return will 
turn somewhat on its effect on the cost of 
capital and the fair rate of return. 
Public utility stock values and yields 
today reflect investor evaluation of certain 
more or less well-known characteristics of 
these stocks. An inflationary adjustment 
would impose a new set of characteristics 
with results that are not completely pre- 
dictable and would depend upon the 
degree to which investors believed in- 
flation was inevitable, and the degree to 
which they were moved to protect them- 
selves to the exclusion of other motives. 
First of all, the change itself would inject 
a new element of uncertainty into the 
security valuation process. Investors 
would not understand the adjustment, 
they would question its continued main- 
tenance over the future, and they would 
not know how all other investors would 


react to the change. Regulation would 
have to become seasoned to the new plan. 
Both market values and yields would 
fluctuate with investors’ anticipation of 
price level changes. Investors, includ- 
ing institutional owners, who found utility 
securities desirable for their existing 
qualities might desire to move out of 
them into other securities. If it is a 
reasonable assumption that profits would 
fluctuate with prices over the business 
cycle, utility stocks would become similar 
to industrial securities and would be 
subject to the same risks to both princi- 
pal and return. All of these factors 
would increase risk and uncertainty and 
increase the cost of capital and the rate 
of return. Furthermore, utility com- 
panies would be forced into more active 
competition with industrial corporations 
for new capital and would have little to 
offer in the form of a differentiated 
security as they now have. Utility securi- 
ties would lose their preferred position in 
a rich investment field. Capital costs 
would be increased. In the short run it 
could happen that even with inflation a 
certainty capital costs would be increased 
until investor confidence in the new insti- 
tutional arrangement was built up. Rate- 
payers would be forced into the position 
of paying for risks which in actuality were 
non-existent. In the long run, after 
public belief in the certainty of inflation 
and the certainty of regulatory policy 
are both established, there would be a 
general reduction in the cost of capital in 
terms of yields. Whether this reduction 
would be offset by an inflationary adjust- 
ment geared to the price level is a debat- 
able question but, with inflation a cer- 
tainty, as Morton believes, full acceptance 
of the plan might easily reduce utility 
returns today by reducing market yields. 
In other words, the inflationary adjust- 
ment of 36.5 percent upward might be 
offset in great part by a corresponding 
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reduction in the yield based on market 
relationships even without consideration 
of the fact that market values are already 
above book values. 


There is a portentous and disquieting 
possibility that underlies many of the 
arguments relative to inflation. Per- 
haps there is no way in which the investor 
can escape inflation. Professor Morton 
looks to the future and vouchsafes the 
opinion that inflation in prices might 
run to ten percent a year. To the 
general proposition that inflation is in- 
evitable many will agree and this writer 
would not be one to argue. It is however, 
one thing to assume an increase in prices 
and another thing to assume an increase 
pari passu in stock market values or stock 
earnings. ‘The real rate of return on 


capital commitments may well become 


negative. The tremendous volume of 
savings now being made and hardly 
mopped up by a rapidly expanding 
economy presages almost inevitably the 
day when investment will fall short of 
saving. A decline in corporate earnings 
is much more to be anticipated than a 
fall in prices. The Keynesians may be 
getting their low interest rates in a 
manner different from the way they ex- 
pected. It may become the primary 
objective of capital owners to reduce their 
real losses to a minimum, and it may be 
Jobian comfort to investors in utility 
securities and government bonds to 
realize that they have found that way. 
Counsel for the rate-payers who dispar- 
aged “uninformed” investors in utility 
securities admitted too much; in the 
words of the cockney of World War I, 
‘where is there a better ole?” 





Reliability of Deed Samples as Indicators of 
Land Market Activityt 


By ROBERT L. TONTZ,* JEPPE KRISTENSEN, ** and 
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Introduction 


HE use of warranty deed data on 

voluntary farm transfers to show 
developments in the farm land market is 
widespread. An event facilitating the 
use of deed data was the passage of the 
Revenue Act of 1932 which required that a 
federal stamp tax be placed upon con- 
veyances exceeding $100.1 The 1932 
act which made it possible to estimate 
the consideration from the stamp taxes 
was amended in 1940 and 1941.2 The 
effect of the amendments was to increase 
the tax rate from 50 cents to 55 cents for 
conveyances exceeding $100 and not in 
excess of $500. The 1941 legislation 
made the stamp tax permanent. 


Although many farm real estate studies 
were completed in the thirties, it re- 
mained for the forties to witness a pro- 
nounced expansion of studies based in 
whole or in part upon deeds. The advent 
of World War II and rising land prices 
stimulated renewed interest in prices of 
land. Beginning in 1941 the Bureau 
of Agricultural Economics in cooperation 
with State Agricultural Experiment Sta- 
tions in some states started collecting 
information from public deed records to 
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Statutes at Large, Vol. LV, Part II, pp. 706-707 (1941). 


determine sales prices, financing arrange- 
ments, and other characteristics of the 
farm real estate market. As of 1944 
approximately 130 counties in forty-one 
states were used. According to one 
report these data along with other infor- 
mation were to serve as a check on the 
estimates of crop reporters which repre- 
sented the primary source for computing 
indexes of values and sales volume pub- 
lished by the United States Department 
of Agriculture.’ 


Soon after the United States Depart- 
ment of Agriculture had started using 
deed data from sample counties as sources 
of information on farm real estate activity, 
several state Agricultural Experiment 
Stations, in some instances cooperatively 
with the United States Department of 
Agriculture, issued publications based on 
deed records supplemented by schedules, 
questionnaires, interviews, or other 


sources. 


Most of the studies were made for one 
or more representative counties and for 
one or more years. Although deed data 
were used, some of the studies did not 
rely on the consideration as determined 
from stamp taxes. A study in North 
Dakota, for example, reported average 
prices of recorded sales only when the 
full consideration was given.‘ Thedata 


"were analyzed for the most part on a 


quarterly or yearly basis; however, semi- 


3M. M. Regan, A. R. Johnson, and Fred A. Clarenbach, 
The Farm Real Estate Situation, 1944-45, U. S. Department of 
Agriculture Cir. 743, October 1945, p. 2. 

¢ Robert L. Berger and Reuben Engelking, “Land Market 
Activity in North Dakota,” North Dakota Agricultural 
Experiment Station, Bimonthly Bulletin, Vol. VII, November- 
December 1944, p. 21. 
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annual summaries were made in a few 
states. ® 

The studies based on actual deed 
records of transfers evidently implicitly 
accepted the validity of estimates based 
on federal stamp taxes in those instances 
wherein the consideration was not given. 
Tests have shown the assumption to be 
valid for an average of estimates but of 
less validity for small considerations. ® 
The same tests also indicated, however, 
that average estimates from stamp taxes 
were more accurate than estimates based 
on questionnaires. Estimates of consider- 
ations based on questionnaires were four- 
teen percent higher than estimates based 
on stamp taxes.’ Estimated considera- 
tions based on stamp taxes were only two 
percent lower than the consideration 
recorded on the deeds. In effect, the 
questionnaire estimates were twelve per- 
cent too high. 


Purpose of Study 


In view of the widespread use of 
warranty deed data and the relatively 
high degree of reliability of estimates of 
average land prices based on stamp 
taxes on the warranty deeds, this study 
undertakes an analysis of the reliability of 
warranty deed samples of bona fide farm 
transfers as indicators of farm land 
market activity. Average sales prices 
per acre and number of farm transfers 
represent the two items selected from the 
deed data for study.* The warranty deed 


5Ct., C. L. Stewart, “Illinois Land Values In 1940 And 
Since,” Illinois Farm Economics, No. 90, Department of 
Agricultural Economics, University of Illinois, November 
1942, pp. 397-399 and H. R. Moore, ‘‘Recent Trends In 
The Farm Real Estate Situation,” Bimonthly Bulletin, XXXI, 
No. 238, Ohio Agricultural Experiment Station, January- 
February 1946, pp. 24-26. 

*See the section entitled: Reliable Estimates from Federal 
Stamp Taxes. 

7 Norman Nybroten, ‘‘Estimating Cash Considerations In 
Real Estate Transfers From Internal Revenue Stamps,” 
Journal of Farm Economics, August 1948, p. 560. 

8In this study the sale price refers to the total (actual) 
consideration resulting trom voluntary transfers. The sale 
price is the result of the agreed judgment of a willing buyer 
and seller as stated in or estimated from the warranty deed. 


samples include consecutive fifteen-day 
and ten-day samples of each month on a 
semi-annually, and quarterly 


yearly, 
basis. 
Source and Scope 


Data on individual transfers of farm 
real estate were obtained from the deed 
records in the offices of county clerks from 
four selected Oklahoma counties: Choc- 
taw, Payne, Jackson, and Grady. The 
years, 1941-1949, represent the longest 
period covered by the data for any single 
county. Information such as name of 
seller, name of buyer, legal description 
of the land, date of sale, date recorded, 
amount of stamp taxes, total considera- 
tion, kind of deed, mortgage information, 
and volume and page number of the 
instrument was obtained for each bona- 
fide farm transfer and recorded on a 
summary card. The date of recording 
the transfer was used in preference to the 
date of sale, because of the greater ease 
of keeping the results up to date. Trans- 
fers of ten acres and less were not used. 
If the total consideration was not re- 
corded on the deed, it was estimated 
from the stamp taxes on the deed. A 
range in value of $500 was allowed for 
each 55 cents in stamp taxes. If the 
consideration had to be determined by 
this method, the mid-point—except for 
the first $500 of the $500 range—was 
selected. The range in value for each 55 
cents increase in stamp taxes is as follows: 


Consideration 


(Dollars) 
101-500 
501-1 ,000 
1 ,001-1 ,500 
, ere .1,501-2 ,000 
2 ,001-2 , 500 


Stamp Taxes 


The mid-point for the first 55 cents, for 
example, is $300; for $1.10, the mid- 
point is $750. 
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A relatively simple procedure of 
sampling is desired since much of the 
deed data is compiled with the aid of 
clerical workers. Accordingly, the choice 
of groups of consecutive sample days 
rather than groups of sample days selected 
at random was made. The monthly 
number of business days in each month 
was first divided into consecutive time 
periods.® The fifteen-day sample is 
based on the first fifteen business days. 
The first two ten-day samples were made 
up of the first ten and the second ten 
business days. The third ten-day sample 
was picked from the last business day in 
each month and then ten days backward. 
The second and third ten-day samples 
overlap. 

Before presenting the results of the 
empirical tests of reliability for the sample 
estimates, the fundamental requirements 
that must be met in order to set up a 
sample technique are discussed. 


Fundamental Requirements for a Sampling 
Technique 


Possible adjustments for seasonality, 
reliable estimates of considerations based 
on federal stamp taxes, and adequacy in 
the distribution of the sample, are sig- 
nificant among the requirements for a 
suitable land market sampling technique. 
A discussion of the extent to which these 
fundamental points characterize the farm 
real estate data—from which group 
sample tests are made—follows. 

Adjustments for Seasonality. Although 
no pronounced seasonal pattern in prices 
is shown, indications are that adjustments 
can be made for what appears to be a 
seasonal pattern in transfers. 

Since it is desired to have a sample 
technique that can be used as frequently 


* Before any samples were selected holidays and Sundays 
were eliminated, because of their different effects on small 
and large samples. After elimination of these days, the 
business days were numbered from one to twenty-four or 
twenty-five depending on the length ot the month and the 
number of non-business days eliminated. 


as semi-annually, the question arises as to 
whether the data have any periodic 
seasonal fluctuations within the year. 
If such is the case the six-month periods 
of the year should be made as much alike 
as possible in order to minimize or elimi- 
nate the seasonal effect. If large fluctua- 
tions can be adjusted, the chances of 
picking a reliable sample will be much 
greater. Monthly sales prices per acre 
are used without any adjustment for 
changes in the price level. The effect of 
this could be that seasonal movements, if 
any, increased in size from 1941 through 
1949, because this period was charac- 
terized by an almost constant increase in 
farm real estate prices. The data on 
sales prices per acre and number of 
transfers, 1941-1949, are based on deed 
records for Payne and Grady counties. 


Deviations of monthly data from the 
centered twelve-month moving averages 
are used to determine seasonal variations 
for sales prices per acre. For Payne 
county the deviations from the twelve- 
month moving average (zero) are dis- 
tributed about fifty-fifty for each month. 
A lack of a pronounced seasonal pattern 
in sales prices is evidenced also for Grady 
county, 1941-1949. 


‘ Although there is a great dispersion of 
the monthly deviations of transfers from 
the twelve-month moving average, a 
seasonal index has not been computed. 
However, there is some seasonality in the 
transfers. In order to obtain information 
about the importance of the deviations 
of monthly data from the twelve-month 
moving average, the average monthly 
deviations have been computed as a per- 
centage of the average monthly number 
of transfers for the years, 1941-1949, for 
Payne and Grady counties. Very im- 
portant periodic fluctuations with a 
duration of one year occurred. The 
average deviation shows a downward 
level for the first six months for Payne 
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county and the first five months for 
Grady county. The upward movement 
for the two counties covers six and seven 
months respectively. 

Since land prices—for the area studied 
—are not characterized by any pro- 
nounced seasonal pattern, the division of 
the semi-annual sample can be made on 
the basis of adjustments for the seasonal 
patterns indicated by the transfers. For 
Grady county the data suggest December- 
May and June-November. For Payne 
county, January-June and July-Decem- 
ber appear desirable. The latter division 
is chosen, because the division of the 
year into the first and last six months is 
more convenient for summary presenta- 
tion. 

Reliable Estimates from Federal Stamp 
Taxes. The use of federal stamp taxes 
for determining the consideration of farm 
transfers is a widely used practice. 
Average estimates resulting from such a 
procedure are relatively reliable; how- 
ever, estimates for small considerations 
have not been found to have a high 


degree of reliability. The use of stamp 
taxes for measuring the consideration 
can only be done on the assumption that 
the buyer purchases the amount of 


revenue stamps required. In addition, 
the soundness of this assumption depends 
on the middlemen in the land market as 
well as on the county recorders. More- 
over, problems arise in selecting bona 
fide transfers as well as in determining 
the consideration when outstanding mort- 
gage indebtedness exists. Finally, atten- 
tion must be given to the lapse of time 
between the date of sale and the date of 
recording the transaction. 

Tests concerning the accuracy of esti- 
mated considerations based on federal 
stamp taxes were first published in 1941 
—nine years after the passage of the 
Revenue Act of 1932 which legally re- 
quired that stamp taxes be paid. Mean- 


while studies had been published which 
accepted the validity of the assumption. 
The 1941 study—conducted in Idaho— 
revealed that considerations from deed 
records were only 2 percent higher than 
those derived from revenue stamps.!° 
Both the amount of the revenue stamps 
and the consideration were given by the 
deed data in the Idaho study. The 
study pointed out further that averages 
resulting from estimated considerations 
could be used quite confidently for many 
purposes, !! 

Another Idaho study published in 1948 
summarized 5,011 deed records in which 
both the revenue stamps and the actual 
consideration were shown. This study 
indicated that the average amount of 
consideration represented by the last 55 
cents of revenue stamps was very much 
above the $250 theoretically represented 
by the formula for estimating the con- 
sideration.!2 The study did not show, 
however, the extent to which the esti- 
mates based on revenue stamps were 
different from the actual consideration. 

A study of how much the estimated 
consideration differs from the actual 
consideration based on 1,177 deed records 
for Payne and Grady counties, 1941- 
1949, reveals that for Payne county the 
actual consideration stated on the deeds 
was only 4.1 percent higher than the esti- 
mated consideration; for Grady county 
the difference averaged 3.4 percent 
higher. These deviations do not seem 
very important in view of the wide 
fluctuations in farm real estate prices. 
Actually the deviations are smaller than 
the percentages indicate, because they 
apply only when all considerations are 
estimated. Since twenty-six percent of 


10 Nybroten, of. cit., pp. 560-561. 
11 [bid. 
12 Excepting the 55-cent class, which indicates trom $101 
to $500 cash, the formula is 
$ =$ of revenue stamps x 1000-$250. 
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the considerations for Payne county and 
31 percent for Grady county were given 
in the deeds, the underestimations are 
only 3.0 percent and 2.4 percent, re- 
spectively. Although relatively reliable 
estimated considerations from revenue 
stamps can be made for an average of 
land prices, such is not quite the case for 
making estimates for smaller farms. 
Data for Payne county indicate that if the 
amount of revenue stamps were $1.10, 
the actual consideration would be $841, 
but the estimated consideration would be 
only $750, a difference of 10.8 percent. 
Were the amount of revenue stamps in- 
stead $8.80, the actual consideration 
would be $7,977 and the estimated con- 
sideration $7,750, a difference of only 2.8 
percent. Thus mistakes for the smaller 
tracts are offset by the smaller percentage 
errors for the larger units. 


The percentage of total number of 
transfers at the upper limit of the possible 
market value of $500 for the last 55 cents 
of stamp taxes shows to a certain extent 
a positive correlation with amount of 
stamp taxes. The reason for this may be 
that buyers and sellers are more likely to 
round off the actual consideration as the 
consideration increases, not only to $100 
but to $500 and to $1,000. The group 
with an amount of eleven-dollar revenue 
stamps on the deed indicates a typical 
example for Grady county where 16 of 17 
transfers or 94.1 percent is at the upper 
limit which in this case is $10,000. 


The average amount of cash for the 
last 55 cents of stamp taxes is in all cases 
above the middle value of $250, which in 
many studies is used for estimating indi- 
vidual considerations. For Grady county 
the lowest underestimation is 15.6 per- 
cent with an amount of stamp taxes of 55 
cents. For Payne county the’ lowest 
underestimation is 15.6 percent for an 
amount of stamps of $2.20. 


Adequacy tn Distribution of Samble. The 
sample should not have any consistently 
higher or lower prices on certain selected 
days or groups of days; moreover there 
should not be any consistently higher or 
lower activity in the land market on 
certain selected days or groups of days. 
During the period, 1941-1949, covered 
by this study, voluntary transfers were 
predominant in Oklahoma and _ the 
United States. Forced transfers were 
relatively unimportant. During periods 
of severe depression, however, forced 
transfers are much more frequent than 
voluntary transfers. In the event deed 
data serve as a reliable source of farm 
land market information during periods 
other than those of a depression, it ap- 
pears that samples based upon such deed 
data would also be reliable providing an 
adequate distribution of the sample ex- 
isted. 

Prices Data. A summary of prices by 
day of the month for each of 108 months 
in the nine-year period, 1941-1949, for 
Payne county shows that prices usually 
vary from day to day. The highest price 
per acre, $37.91, occurred on the sixth 
day whereas the lowest price per acre, 
$23.40, was found on the thirty-first 
day. The data do not show any con- 
sistently higher or lower prices on certain 
selected days such as the first to the 
second, the tenth to the eleventh, or 
the twentieth to the twenty-first. Further- 
more, there does not appear to be 
any consistent pattern of higher or lower 
prices within consecutive day periods. 


Volume Data. The number of transfers 
by day of the month for each of 108 
months in the nine-year period, 1941- 
1949, for Payne county was also sum- 
marized. The nine-year average in- 
cludes sales for 108 days except for the 
twenty-ninth, the thirtieth, and the 
thirty-first which represented fewer days 
by virtue of different lengths of months. 
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The largest number of transfers, 82, 
took place on the twenty-first and the 
lowest number, 39, on the twenty-second. 
Although great fluctuations occur in 
transfers during the month, it is ap- 
parent that there is no consistently higher 
or lower activity in the land market on 
certain selected days or groups of con- 
secutive days. 
Empirical Tests of Reliability 

Empirical tests of reliability for con- 
secutive fifteen-day and ten-day samples 
of each month on a yearly, semi-annually, 
and quarterly basis were made. The 


empirical tests were made on the basis of 
comparison of sample with non-sample 
data.4* Results of the yearly group 
sample comparisons are discussed first. 
A summary of semi-annual and quarterly 
group samples is then undertaken. 


Yearly Group Samples 

The fifteen-day and ten-day group 
samples on a yearly basis approximate 
the non-sample data more closely than 
do the same samples on a semi-annual 
basis. The fifteen-day sample has 86 
percent of its prices and 93 percent of its 
transfers within a 90 to 110 percent 
range of the yearly (non-sample) market 
(Table I). 

The best ten-day sample on a yearly 
basis has 71 percent of its prices and 64 
percent of its transfers within a 90 to 110 
percent range of the non-sample data 
(Table I). 

Semi-Annual Group Samples 

Semi-annual comparisons indicate that 
the fifteen-day sample estimates approach 
the non-sample estimates much more 
closely than do the ten-day sample esti- 
mates. 


13 Empirical tests are presented in preference to statistical 
tests of significance since the fulfillment of the assumption 
for a random procedure would necessitate the use of a 
technique other than the simplified one desired. It may 


be helpful, however, to use chi-square and regression co- * 


efficient tests within the limits of a modified assumption of 
a random procedure for further evidence. 


TABLE I—FreQuency or Prices PER ACRE AND TRANSFERS 
IN THE YEARLY TEN-DAY AND FIFTEEN-Day SAMPLE PERIODS 
1n A 90 T0 110 Percent RANGE OF THE YEARLY MARKETS* 





7 


Yearly Sample Periods 





Yearly 
First Non-Sample 


Fifteen-Day 


First 
Ten-Day 








( Frequency 
Prices Per Acre 10 12 14 
Transfers 9 13 14 
Percentage Distribution ** 
Prices Per Acre 71 86 100 
Transfers 64 93 100 





* Based on deed data from Choctaw County, 1941-1948; 
Payne County, 1942, 1947; Jackson County, 1941, 1946; 
and Grady County, 1944, 1945. Although the plus or minus 
10 percent limit appears to be a wide standard tor a measur- 
ing device, a plus or minus 5 percent limit for a fifteen-day 
sample on an annual basis (based on fourteen years of sales 
data from four selected counties) shows 71 percent of the 
prices and 43 percent of the transfers included. In effect 
the plus or minus 5 percent limit just as the plus or minus 10 
percent limit indicates that fifteen-day sample estimates ot 
sales prices on a yearly basis might be satisfactory. The 
plus or minus 5 percent limit, however, rules out a fifteen-day 
sample estimate of transfers on a yearly basis. 

** There were 14 yearly samples in each of the various 
sample periods. To compute the percentage distribution 
for any of the various sample periods the frequency should 
be divided by 14. 


Test of Extreme Estimates. First: a 
check to see how much the most extreme 
estimate of prices or transfers is off in any 
fifteen-day or ten-day sample as com- 
pared to the non-sample data. The 
fifteen-day sample estimates of prices for 
Payne and Grady counties range from 14 
percent below to 14 percent above the 
non-sample_ data. The  fifteen-day 
sample estimates of transfers have a wider 
range, running from 25 percent below to 
26 percent above the non-sample number 
of transfers. 

For the ten-day samples, price esti- 
mates range from 22 percent below to 33 
percent above the non-sample data. 
Ten-day sample estimates of transfers 
range from 44 percent below to 28 per- 
cent above the non-sample data. 

Directional Changes. The second com- 
parison is made on the basis of the 
number of times sample estimates of 
prices per acre and number of transfers 
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follow changes in non-sample data. The 
fifteen-day sample estimates of prices and 
transfers for Payne county follow the 
non-sample changes 71 percent of the 
time for prices and 82 percent of the time 
for transfers. For Grady county the 
sample estimates follow the non-sample 
changes 94 percent of the time for prices 
and 71 percent for transfers. 

The best showing for the ten-day 
sample estimates in following the non- 
sample changes occurs in the third ten- 
day sample period with price estimates 
following the non-sample price changes 
82 percent of the time and transfer esti- 
mates following changes in non-sample 
transfers 71 percent of the time. The 
first ten-day sample, however, followed 
non-sample price changes only 53 percent 
of the time and non-sample transfer 
changes 76 percent of the time. 


Ability to Estimate Non-Sample Data. 


The remaining comparison shows the 
ability of the samples to estimate the 


non-sample data within a designated 


range of the non-sample data. The 
designated range includes deviations of 
plus or minus 10 percent from the non- 
sample prices and transfers. The fifteen- 
day sample again surpasses the ten-day 
samples. The two fifteen-day sample 
estimates have 72 and 89 percent (Payne 
and Grady county respectively) of their 
price estimates within a 90 to 110 percent 
range of the non-sample data (Table II). 
For transfers, 56 to 72 percent for the 
two counties are included within the 90 
to 110 percent range of non-sample data 
(Table II). Other frequency summaries 
based on these and other counties show 
results similar to those for Payne county. '* 


14 A frequency summary of prices per acre and transters in 
fitteen-day sample periods in the 90 to 110 percent range of 
the non-sample data shows a percentage distribution of 71 
percent for prices per acre and 57 percent for transfers based 
on data from Choctaw county, 1941-1948; Payne County, 
1942 and 1947; Jackson County, 1941 and 1946; and Grady 
County, 1944 and 1945. 


TABLE II—Frequency oF Prices Per ACRE AND TRANSFERS 

OF THE SEMI-ANNUAL FiFTEEN-Day SAMPLES IN A 90 To 110 

Percent RANGE OF THE SEMI-ANNUAL MARKETS; PAYNE AND 
Grapy Counties, OKLAHOMA, 1941-1949 * 








Semi-Annual 
Fifteen-Day Samples Semi-Annual 


Non-Sample 





Grady 
County 


Payne 
County 











Frequency 
Prices Per Acre 13 16 18 
Transfers 10 13 18 
Percentage Distribution* 
Prices Per Acre Te 89 100 
Transfers 56 72 100 





*There were 18 semi-annual samples in each of the 
various sample periods. The percentage distribution of the 
samples was computed by dividing 18 into the frequencies, 
For example, in the sample period for Payne county divide 
13 by 18 and 10 by 18 to obtain a distribution of 72 percent 
for prices per acre and 56 percent for transfers. 


Tests based on Payne county data, 
1941-1949, show that the first ten-day 
sample has 67 percent of its prices and 33 
percent of its transfers within 90 to 110 
percent of the non-sample data. The 
second ten-day sample has 56 percent of 
its prices and 67 percent of its transfers 
within 90 to 110 percent of the non- 
sample data while the third ten-day 
sample has 61 percent of its prices and 33 
percent of its transfers within the 90 to 
110 percent range. 


Quarterly Group Samples 


Empirical tests show that group 
sample estimates by quarterly periods 
are of doubtful reliability. The fifteen- 
day sample which rated better than the 
ten-day sample had only 54 percent of 
its prices and 39 percent of its transfers 
within a 90 to 110 percent range of the 
non-sample quarterly market. (Table 
III). 


Summary and Conclusions 


In view of the significance of warranty 
deeds as sources of land market informa- 
tion, this study presents an analysis of the 
reliability of deed samples as indicators 
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TABLE III—FreQuency or Prices Per AcrE AND TRANS- 

FERS IN THE QUARTERLY TEN-Day AND FiFTEEN-Day 

SaMPLE Periops 1n A 90 To 110 PERCENT RANGE OF THE 
QUARTERLY MarRKETS* 








Quarterly Sample Periods 





First First Quarterly 
Ten-Day _ Fifteen-Day | Non-Sample 











Frequency 
Prices Per Acre 24 30 56 
Transfers 19 22 56 
Percentage Distribution ** 
Prices Per Acre 43 54 100 
Transters 34 39 100 





“Based on deed data from Choctaw county, 1941-1948; 
Payne county, 1942, 1947; Jackson county, 1941, 1946; and 
Grady county, 1944, 1945. 

** There were 56 quarterly samples in each of the various 
sample periods. To compute the percentage distribution 
for any one of the various sample periods the frequency 
should be divided by 56. 
of farm land market developments. Aver- 
age sales prices per acre and number of 
farm transfers represent the two items 
selected from the deed data for study. 
Before a suitable farm real estate sam- 
pling technique can be developed, certain 
fundamental requirements must be met 
by the data. These requirements, which 
were fulfilled, include adjustments for 
seasonality, reliable estimates of the aver- 
age consideration from federal stamp 
taxes in those instances wherein the con- 
sideration is not given, and adequacy in 
the distribution of the sample. 

Empirical tests of reliability were con- 
ducted for consecutive fifteen-day and 
ten-day samples of each month on a 
yearly, semi-annually, and quarterly 
basis. 

For yearly group samples the fifteen- 
day sample estimates approximated the 
non-sample data more closely than did 
the ten-day samples. Furthermore, the 
yearly samples approximated the non- 
sample data more closely than did the 


semi-annual samples. The yearly fifteen- 
day sample had 86 percent of its prices 
and 93 percent of its transfers within a 90 
to 110 percent range of the non-sample 
data. 

Semi-annual group samples of fifteen- 
days were found to deviate less than semi- 
annual group samples of ten-days from 
the non-sample data. The fifteen-day 
samples included from 72 to 89 percent 
of their price estimates within a 90 to 110 
percent range of the non-sample data. 
The ten-day samples included only 56 
to 67 percent of their prices within a 90 
to 110 percent range of the non-sample 
data. For semi-annual samples on trans- 
fers, the fifteen-day samples had 56 to 72 
percent of their estimates within a 90 to 
110 percent range of the non-sarnple 
data. For ten-day samples, only 33 to 67 
percent of their estimates on transfers 
were within the 90 to 110 percent range 
of the non-sample data. 

Although the fifteen-day samples on a 
quarterly basis approximated the non- 
sample data more closely than did the 
ten-day estimates, it appears that even 
the fifteen-day quarterly sample esti- 
mates are of doubtful reliability. The 
fifteen-day sample had only 54 percent of 
its prices and 39 percent of its transfers 
within a 90 to 110 percent range of the 
non-sample quarterly data. 

The results of this study show that only 
the fifteen-day sample on a yearly basis 
should be considered as a possible substi- 
tute for the non-sample approach in 
estimating prices and transfers. Semi- 
annual samples are unsatisfactory be- 
cause of their low reliability in estimating 
transfers. If only land price estimates are 
desired, however, a semi-annual fifteen- 
day sample might be satisfactory. 





Mechanics of the Urban Economic Base: 
the Problem of Base Measurement 


By RICHARD B. ANDREWS* 


(This article is the first of a group of four 
which, as a part of the broader series on the 
urban base, will be concerned with what 
might be termed the “technical aspects” of 
the base concept. These technical aspects 
center, principally, around the process of 
applying the base concept to a particular 
community or problem situation. Specifi- 
cally, the articles will be concerned with a 
discussion of the techniques and difficulties 
which arise in (1) measuring the base, (2) 
identifying the basic elements of an urban 
economy once a unit or technique of measure- 
ment has been selected, (3) appraising the 
special problems of base identification that 
do not respond to the more general techniques 
discussed in the previous article, and (4) de- 
limiting the geographical area in which the 
basic activities perform their characteristic 
function of exporting goods, services, and 
capital.) 


oe urban economic base is repre- 
sented by those activities of a 
community which are engaged in the 
export of goods, services, and capital to 
other communities, regions, and nations 
beyond the boundaries of what may be 
defined as the community in a particular 
case. Within the economy of the com- 
munity there may also be identified 
activities which are classified as service 
rather than basic. Service activities in 
their pure form do not engage in export 
but sell their produce or capital to local 
basic enterprises, employees of the base, 
other service activities and their em- 
ployees, and to persons of the com- 
munity who may be unemployed or re- 
ceiving local public assistance.! This 
set of relationships summarizes the mean- 
ing of the term “urban economic base” 
and its economic complement, service 
activity. 
* University of Wisconsin School of Commerce. 


1 Persons on retirement incomes are in most cases con- 
sidered as being a part of the base. 


If the base of a community is to be 
analyzed and the results of such an in- 
vestigation are to be applied by the city 
planner certain preliminary decisions 
must be made concerning the ways in 
which base phenomena are to be meas- 
ured. It is the contention of this writer 
that the way in which the base is meas- 
ured has an important bearing on ulti- 
mate interpretations and applications of 
data collected. Moreover, measure is an 
inseparable partof the associated process of 
identification of the base. In the process 
of identification the city planner or re- 
searcher has not only the broad problem 
of separating basic or export activity from 
service activity, but he also has the 
associated technical problem of quantify- 
ing these phenomena. Therefore, one of 
the most challenging problems that must 
be faced by the planner at this point in 
his work is that of choosing a unit or 
units of measure. 


It is the intention here to evaluate 
briefly the more common units of measure 
that have been employed in studies of 
the economic base and attempt to indi- 
cate what their shortcomings are in terms 
of what they do and do not measure. 
The article will also try to give a clearer 
comprehension of the scope of the 
measurement problem and of the inter- 
relation of different units of measure, 
facts not always apparent in straight 
base studies. This suggests, therefore, 
that final answers are not forthcoming 
from the discussion; it is not a procedural 
guide but, more nearly, an indication 
of what further work needs to be done to 
bring the use of the unit of base measure- 
ment to a state of greater precision and 
broader significance. 
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Thus far in the development of the 
urban economic base concept there have 
been employed, or in some cases only 
suggested, six different units of measure. 
These units are (1) jobs, (2) payrolls, 
(3) value added, (4) value of produc- 
tion, (5) physical production, and (6) 
dollar income and expenditure accounts 
for the community. 


Employment as Unit of Measure 


The job or employment as a unit of 
measure has been the device most 
widely used thus far. It has many rather 
obvious advantages. Moreover, the job 
unit is a universally experienced thing; 
and employment, in a general sense, is 
one of the major concerns of any eco- 
nomic system whether it be national, 
regional, or local. Information in this 
form is usually readily available although 
detail breakdowns by firm or occupation 
may frequently be difficult to obtain in 
large urban centers. From a_ local 
planning point of view the job unit is toa 


very large extent equivalent to the family 
group, though less so than in the past due 
to the employment of wives. The family 
group moving as a unit within the com- 
munity and the region is an important 
measure, in turn, of innumerable plan- 


ning decisions. In a similar sense the 
changing degree of availability of jobs is 
a basic determinant of the changing vol- 
ume of local family groups in terms of in- 
and-out migrations, marriages, and di- 
vorces. 


However, employment as a unit of 
measure is not a device of perfection. 
An instance of this fact is cited in the 
following extract from the very limited 
literature on this whole problem: “A 
picture of the economy in terms of 
number of persons employed is not 
without defects. For example, output 
per worker may increase tremendously 
in a decade and there may be differential 


changes in the output per worker in 
different activities.’ Here is intro- 
duced the idea that questions of physical 
production and total value of production 
may have a position of importance as 
units of measure. A rise in productivity 
may, moreover, be associated with an 
increase in the rate and total wage as- 
signed to the individual job. 

There is a definite dilemma here for 
the planner in that he is well aware of 
the fact that basic activities are impor- 
tant to his community by virtue of the 
fact that they export goods and services 
and earn, in the process, a return for the 
community. In the general case just 
cited rising productivity could well mean 
heavier exports and hence, possibly, a 
greater volume of net returns to the 
community. Yet this very important 
development in the base of the ‘com- 
munity might not be reflected in a unit 
of base measurement confined to em- 
ployment. It is, of course, very likely 
that a situation such as the one described 
would lead to an increase in total num- 
ber of jobs in the community. This would 
be the product of sympathetic growth on 
the part of service activities with a 
change in the base. Specifically, higher 
wage rates, over-time work, greater 
productivity, and heavier profits in the 
base would lead to heavier spending for 
service activities and the necessity for ex- 
pansion of service activities simply to 
handle the increased physical production 
moving out of the community.’ Clearly 
the economic dynamics of the community 
would in this case, not be explained by 
simply looking at base employment data. 

Another difficulty of detail which is 
encountered in the use of employment 
for base measurement is that of the 

2F, L. Kidner and P. Neff, An Economic Survey of the Los 


Angeles Area, (Los Angeles, California: Haynes Foundation, 
1945) p. 5. 

8 More detailed discussion will be devoted to this question 
of base-service interaction and total employment in later 
articles, 
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counting of seasonal and part-time em- 
ployment. It is, of course, not reason- 
able to count this type of employment 
“straight” since the balance of the base 
is counted on a full-year basis. In 
attacking this problem there appears 
thus far to be but one general approach. 
Seasonal employment may be converted 
to full-time equivalents in terms of 
man-hour totals. The same treatment 
may be given part-time employment. 
In cases of this type it can be seen in 
what ways another unit of measure such 
as payrolls might obviate what is a 
rather bothersome and rough process of 
conversion. 

An associated problem is that of the 
basic enterprise with widely fluctuating 
monthly employment during the year. 
Obviously this problem can be taken care 
of by some averaging device. However, 
it leaves a question in the mind of the 
investigator concerning the advisability 
of finding and using some other measure 
that does not require such adjustments. 


Payrolls as a Measure 

Other inadequacies of employment as 
a measure of base activity appear as 
alternative situations are considered. 
Payrolls are here a case in point. Hoyt 
rendered a clear view of payroll weight 
and its possible influence on the con- 
clusions that are to be drawn from base 
employment data when he compared 
employment and payrolls in his New 
York study.‘ 
Here is demonstrated the rather striking 
change in perspective that occurs with 
a change in the basis of measurement. 
If the planner were to work with em- 
ployment data exclusively he might 
establish an entirely different line of 
priority in attacking his problems than 
if he viewed his economy in terms of 
payrolls. This line of thinking also 


«Arthur M. Weimer and Homer Hoyt, Principles of Urban 
Real Estate (New York: The Ronald Press Co.: 1948), p. 109. 


Revative We!cHts oF Sources OF EMPLOYMENT AND 
INCOME IN THE New York Recion, 1940 
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Employed Number 


Source of Employment 
Employed 





Manufacturing. 900 ,c00 60.0 
Banking, Finance, and 

Administrative Offices} 220,000 14.7 
Wholesale Trade.......} 190,000 12.7 
Transportation 150 ,000 10.0 
Hotels and Amusements 40 ,000 2.6 








1,500,000 | 100.0 











suggests that he, in turn, might reach a 
third priority arrangement and different 
general conclusions concerning his local 
economy by looking at the combined 
results of the two approaches. This line 
of thought might be summed up in the 
proposition that one job at $10,000 per 
year has the same economic weight as 
two jobs at $5,000. The implications 
which lie in this relationship for local 
service spending, service employment, 
property tax collection potential and 
quality of public services are profound. 
And yet if this line of reasoning is carried 
to an extreme its strength diminishes 
rapidly. For can the planner properly 
say that ten positions in the community 
each paying $50,000 are the economic 
equivalent of one hundred $5,000 posi- 
tions? There are, certainly, considera- 
tions to be weighed in the case of each 
variety of measurement. It is obvious 
that there exists great planning signifi- 
cance in the mere number of jobs. Num- 
ber of jobs represents an indicator of 
economic opportunity. It is in turn a 
measure of potential population to be 
supported whereas payroll weight or 
annual remuneration may be more 
nearly a clue to the standard of living 
to be expected once a job has been ob- 
tained. Measurement on the basis of 
payroll totals by basic enterprise has, 
therefore, to be considered in terms of the 
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distribution of income within the par- 
ticular enterprise and within the com- 
munity. As suggested in one of the 
examples above, heavy concentrations of 
salaries toward the upper end of the 
scale in an industry can suggest a greater 
rate of saving and consequently less 
expenditure in proportion to dollars 
earned in the lower income levels where 
the expenditure rate is not only higher 
but in greater volume. It is also likely 
that, although the actual total of dollars 
expended by the higher bracket earners 
will be greater per capita than in the 
case of lower-kr’ cket earners, there also 
may be a mr ‘ tendency in large 
metropolitan areas for the higher salary 
groups to spend a lesser percentage of 
total income locally, in their home 
satellite cities, and more in the central 
city. 

This entire line of reasoning suggests 
that, in addition to total payroll by 
basic activity, there may well be a closely 
associated unit of measure, namely, 
median or average income of the em- 
ployee in the basic activity. With a 
measure of this variety, however, it is 
clear that the planner may be getting a 
bit far afield. Salary medians by basic 
activity would in themselves give no 
indication of quantitative weight which 
would be essential if an accurate picture 
of the local economy were to be gained. 
It is probably advisable therefore to 
employ central tendencies of salaries and 
wages as base measuring devices only as 
an adjunct to payroll as a measure. If so 
used they might give a condensed indica- 
tion of the qualitative aspects of a par- 
ticular activity payroll without entangling 
the planner each time in the laborious 
review of a complete salary distribution 
scale. 

Payroll data, moreover, if employed as 
a measure of base activity are open to the 
highly significant price change adjust- 


ment. This, of course, suggests that base 
data are to be used by the planner on a 
progressive basis rather than in the form 
of a single inventory. With time change 
introduced the use of payroll data may 
become more difficult. Under inflation- 
ary and deflationary pressures the pay- 
roll totals of various base enterprises are 
certain to change. Part of the planner’s 
task is that of adjusting his new payroll 
data upward or downward in order that 
they may be rendered comparable to 
the data of his base year. The difficulties 
of adjustments of this nature are almost 
too well known to warrant repetition. 
Therefore, a simple indication of some of 
these problems will suffice. 


For many cities no individual retail 
price index is available that might be 
used for payroll adjustment once volume 
of employee comparability with the base 
year had been established. Conse- 
quently, adjustment data from neighbor: 
ing cities that may not be comparable in 
character have to be employed. How- 
ever, if a generally reliable adjustment 
can be made it will show at least two 
important facts concerning the urban 
economy under analysis. On the one 
hand the adjustment will show the 
change, positive or negative, in the total 
payroll weight of the basic enterprises. 
This is a type of change, which, as indi- 
cated earlier, could take place without 
change in total community employment. 
The other application of the adjustment 
process is similar to the first. In this 
instance price adjustment is used more in 
a qualitative sense to show the net change 
from the base year of particular basic 
enterprises that go to make up the com- 
munity total. This second application 
would also, of course, show any changes 
in payroll rank. However, it is perhaps 
obvious that payroll rank of basic enter- 
prises would be determinable without 
price adjustment. 
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Aside from difficulties of price adjust- 
ment, annual payroll data are subject to 
other conditions that may lead to in- 
accuracies. For example, extensive cuts 
in reported payroll totals might de- 
velop in a single year as the result of a 
strike. If the base measurement were 
taken in that particular year, it would 
show the strike-bound enterprise at a dis- 
advantage. Even though the planner 
would be aware of this situation he would 
have difficulty adjusting it with any great 
degree of accuracy. The same line of 
reasoning might be applied to enterprises 
of the base which accumulated heavy 
overtime in the year selected for review 
by the planner. Again, payroll adjust- 
ments could be made but a question re- 
mains as to their precision. Employ- 
ment as a measure is open to some of 
these same criticisms but is less affected 
than annual payrolls due in part to the 
fact that it does not represent a cumula- 
tion of units over time. 

One final observation on payroll data 


or employment as exclusive measures of 
base activity circulates around the fol- 


lowing idea. Employment, occupation, 
and payroll data do not accurately 
reflect that portion of the community’s 
activity which is centered on capital 
export. These same measures would be 
found equally lacking in this respect if 
applied to service rather than base 
capital activities. 


Value Added and Value of Production 


Value added and value of production 
as units of measure have not found great 
favor among those faced with the task of 
investigating urban economies. Such a 
view is stated in a Los Angeles study 
which points out that “these considera- 
ations led to the view that measurements 
of, for example, value added by manu- 
facture, distort the description since they 
are beclouded by complex price move- 
ments, while measurements made in 


terms of number of wage earners are be- 
clouded by technological changes.” 5 

It appears that this type of measure 
would also encounter practical diffi- 
culties where base activities were in- 
volved which had intangible inputs and 
value products, i.e., educational institu- 
tions and medical centers. Whereas 
value added and value of production may 
possess dubious utility as general base 
measurement devices, they have a defi- 
nite contribution to make from a qualita- 
tive point of view. That is to say, they 
can render added perspective to analy- 
sis of the manufacturing aspects of the 
base. This point of view is suggested by 
the Chicago Plan Commission in one of 
its reports which states: 

**It is of value to compare the rankings 

of the Area’s industries based on em- 
ployment with their positions measured 
by ‘value added by manufacture’. . 
In general, some of the nondurable 
goods industries, such as food, printing 
and publishing, chemicals, and petroleum 
and coal products create a higher value 
in the process of manufacture than would 
be expected on the basis of their pro- 
portion of the Area’s production work- 
ers.”’ 6 

Sales volume represents another pos- 
sibility in the general field of value of 
product measurement. Dollar sales vol- 
ume might be applied to trade in general 
that was classifiable as basic. But here 
again there would be the inherent diffi- 
culties of price adjustment, complex 
price movement, and restricted applica- 
bility insofar as other parts of the base 
might be concerned. The residual virtue, 
as in the other cases cited, would be that 
of contributing added perspective tc one 
variety of basic activity. 


5 Kidner and Neff, An Economic Survey of the Los Angeles 
Area, p. 5. 

6 The Chicago Plan Commission, Industrial and Commercial 
Background for Plenning Chicago (Chicago, Illinois: no date), 


p. 9. 





THE URBAN ECONOMIC BASE 57 


It must be emphasized, nonetheless, 
that sales data are highly important 
as a unit of measure for purposes of 
identification. These data are most 
commonly used in the identification 
process of segregating basic from service 
activity within an enterprise. In this 
process they are converted into another 
measure which is, as a rule, employment. 
Briefly, the process is one in which the 
proportion of export sales of a firm or 
industry is distinguished from the pro- 
portion of local area sales. These pro- 
portions are then applied to the em- 
ployment totals of the firm or industry 
to accomplish a_ sales-to-employment 
conversion. The weakness of this pro- 
cedure lies mainly in the fact that, as 
with other approaches, it does not cover 
all situations. For example, it is deficient 
in its ability to measure capital export 
and commuter activity. 


Physical Production 


Physical production has, to the knowl- 


edge of this writer, never been employed 
as a unit of measure in base analysis. 
Its practical drawbacks are rather ob- 
vious. As with value-added and produc- 
tion-value, physical production cannot 


account for non-physical output. Con- 
sequently, it is more adaptable to the 
manufacturing elements of the base than 
to any other and is in that respect a 
valuable supplementary measure of 
activity. In fact the principal use of this 
type of measure may well be found in 
analyzing the comparative positions of 
base activities engaged in manufacturing. 
However, even here product hetero- 
geneity might well present serious diffi- 
culties. 


There might be some basis for argu- 
ing that a physical production measure 
could be applied to such a seemingly 
inappropriate activity as a university. 
Here the parallel with factory production 


is not entirely absent. The university 
produces a fairly homogeneous product 
line at a relatively uniform price. The 
number of educations sold might, con- 
sequently, follow trends independent of 
university employment and adjusted pay- 
roll. 

Despite the limitations of physical pro- 
duction as a general unit of measure it 
appears to have some special virtues that 
tend to counterbalance one of the draw- 
backs of employment and payrolls as 
measures. Specifically, physical produc- 
tion can, in the field of manufacturing, 
indicate the quantitative impact of tech- 
nological change leading to greater out- 
put which may not be accompanied by 
an increase in employment or in payrolls.” 
Here the implications of such change for 
the community are great not only in 
terms of the economics of handling more 
physical goods but also in terms of in- 
creased profits, potential plant expansion, 
and the attraction of other manufacturers 
to the community. 


Community Income and Expenditure 


Dollar income, outgo, and internal 
circulation measurements for an entire 
community are far more inclusive than 
any of the units of measure thus far 
discussed.* This approach embraces all 
monetary transactions of the community 
both basic and service. In a sense this 
approach, if combined with employment 
data, would represent the most com- 
plete (also complex) and, perhaps, satis- 
factory statistical view of the urban 
economy available to the city planner. 
A particular advantage of this approach 
is that it could identify the capital ex- 
ports of the community so often neglected 
in base studies in the absence of a satis- 
factory measurement unit. It is certain, 


7 In fact a decrease in employment and payrolls would be 
possible in these circumstances. 

® Oskaloosa versus the United States,” Fortune, April, 
1938. 
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however, that this type of community 
trade analysis would be out of the ques- 
tion for cities of any great size. This 
would be true not only because of the 
immense diversity of materials sources 
but also because of the utter impossi- 
bility of getting at some of the data which 
if actually assembled would represent a 
maze of internal transactions. This type 
of accounting would be expensive initially 
for the large city and, to be meaningful, 
would have to be incurred as a regular 
planning budget item somewhat reduced 
from the initial expenditure. Even for 
the small city the expense of such a 
measuring technique would be close to 
prohibitive. ® 


Conclusions 


In conclusion, it is appropriate to 
emphasize the fact that general measure- 
ment data on the urban base have two 
principal applications. The first of these 
is measurement of the base with the idea 
of distinguishing it in quantitative terms 


from the service elements of the urban 
economy and establishing relative quan- 
titative positions for the basic elements. 
This is, actua!iy, part of the process of 
base identification. |The other objective 
is that of using base measurement data to 
explain an urban economy more fully 
and to indicate how it can be expected to 
work in varying situations. It is on this 
latter score that measurement technique 
appears most inadequate. For while a 
particular unit of measure may work ad- 
mirably as a means of identification it 
can fail to meet its other objective almost 
completely. This situation may, of 
course, beg the question in the minds of 
many as to whether a unit of measure can 
be expected to assist more than just the 
process of identification. In the opinion 
of this author, once identification has 


®The Oskaloosa, Iowa study was underwritten by 
Fortune magazine. 


been established with one unit of measure, 
many other units must be introduced 
that will give some indication of the re- 
lationship of the parts of the base one to 
the other and the relationship of the 
total base and each of its parts to the 
total local urban economy in economic 
terms other than those of the unit of 
measurement used as the basis of identifi- 
cation. The introduction of these other 
units of measure will thus give a more 
complete and meaningful picture of the 
static urban economy as of one moment 
in time. Moreover, these measures will 
also provide the vitally necessary basis 
for understanding, explaining, and plan- 
ning for the local urban economy in 
motion. 


As was suggested earlier in connection 
with the New York and Chicago studies 
the thing that supplementary units of 
measure provide in addition to qualita- 
tive perspective is a series of quantita- 
tive weight scales that can give the 
planner a better idea of the comparative 
rank orders of the basic activities of his 
community. Weighting is, consequently, 
a specific employment of measure that is 
intended to aid the planner in making 
more precise and, at the same time, more 
comprehensive decisions. One criticism 
that comes to mind at this point is that 
weighting appears to have been used on 
a far too restrictive basis thus far in urban 
economic base studies. One or perhaps 
two weighting factors may be employed 
in a study and, in some instances, none 
at all. A concluding thought on the 
general subject of weighting and measure 
centers about the idea that there are 
probably other significant measuring 
concepts that are still unformulated but 
even in their undigested condition could 
be introduced into the field for experi- 
mental use. Such a concept is that of 
comparative base activity stability. If 
an enterprise is given a heavy employ- 
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ment and/or payroll weight in a par- 
ticular year but proves highly sensitive 
to changing business conditions and has 
uncertain markets or new materials 
sources there would be ample ground for 
giving it a negative stability rating. A 
firm with a less impressive employment 
or payroll record in the survey year but a 
good stability record might have a posi- 
tive rating or greater stability weight in 
the local base rankings than its otherwise 
more impressive companion. 

Another weighting factor approach 
which has rich possibilities of adding 
perspective to economic base judgments 
involves the volume of local purchases of 
goods and services made by the base 
enterprise itself rather than by its em- 
ployees. There appear to be some basic 
enterprises, as for example a large uni- 
versity, which make very heavy pur- 
chase demands on the goods and services 
of the communities in which they are 
located. This is in contrast to other basic 
enterprises which, though larger in terms 
of employment, have relatively light local 
demands. This general idea is well 
stated by Hoover when he points out: 
“Plainly an industry that pays out most 
of its costs locally, for payrolls or for 
materials in fairly elastic local supply, and 
that furnishes a product suitable for 
further processing at that point has a 
relatively high leverage.” !° 

Finally, it might be re-emphasized 
that the problem of units of base activity 
measurement remains a very real and 
vital one. From a practical point of 
view one must perhaps conclude that, 
for the present, units of measure are in 
large part dictated by the types of statisti- 
cal materials that are available as well as 
as by a comparison of relative ferform- 
ance characteristics of these measures. 
But this state of expediency, which is 
common to many fields of investigation 


10Edgar M. Hoover, The Location of Economic Actimty. 
(New York: McGraw-Hill Book Company, 1948), p. 153. 


in the social sciences, should not dis- 
courage the planner from attempting to 
spell out in his own mind the kind or 
kinds of measurement units that would 
best serve his needs. It is only in this 
way that he can ultimately foster the 
regular collection of data in the form 
that he most desires. 


At the present time it appears that the 
measurement unit most appropriate to 
the process of identification may well be 
the widely used employment measure. 
However, this is not a satisfactory uni- 
versal measure due to its almost com- 
plete inapplicability to capital export. 
Its inadequacies in other directions have 
already been reviewed. Moreover, as 
was emphasized above, general measure 
as a procedure is not solely a part of the 
machinery of identification but is, as 
well, a fundamental in base analysis. It 
is this latter role, which involves a wide 
range of weighting in its static and dy- 
namic aspects, that must be more fully 
appreciated and cultivated by both 
planner and researcher if they expect 
to obtain the full three dimensional pic- 
ture of their urban economy in the 
present and all four dimensional implica- 
tions over time. 


Summarized, the above discussion 
boils down to a few recommendations 
for the city planner and research worker 
in urban land economics: 


(1) In the process of judging an urban 
economy use all the measuring techniques 
feasible at the time. The single unit of 
measure used for identification alone is usually 
inadequate for general qualitative analysis 
though it is traditionally so employed. There 
is a direct proportional relationship between 
the adequacy of one’s perspective on an 
urban economy and the number of measures 
of the base used. 

(2) Carry on research which will indicate 
more clearly what the relationship of each of 
the various units of measure is to the base, to 
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the general urban economy, and to other 
units of measure. 


(3) If the local limitations on statistical 
materials necessary to an adequate measure- 
ment program are great the planner should 
outline his data needs and take steps toward 
their ultimate fulfillment. 

(4) City planners should make preliminary 
field tests of unfamiliar measuring devices 
such as stability and volume of local pur- 
chases by basic activities in order that the 
difficulties of application can be identified 
and research steps be taken to mitigate 
these difficulties. 


The complexities of the base measure- 
ment problem do, at times, appear dis- 
heartening. There seems to be no easy 
yet adequate solution to the difficulties 
involved. However, much is to be gained 
by stating the problem and by appraising 
the degrees of its resistance to attack in 
varying circumstances. An ensuing article 
on base identification will add perspective 
on the problem of measure with further 
clues to the selection and application of 
measurement devices. 
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Rent Control Policy in Great Britain 


LTHOUGH most countries have had 

rent controls during or since World 
War II, Great Britain has had them practi- 
cally without relaxation since 1915. There is 
general agreement that a pressing need exists 
for a drastic reform of the country’s rent 
control policy but little has been done about 
it. Both major political parties fear the 
economic and political risks involved in 
changing the policy. The situation has 
grown increasingly chaotic with rents for 
identical dwellings varying from 15 shillings 
per week to 25 shillings or more, according to 
whether there was a change of tenancy be- 
tween 1923 and 1933, and whether the house 
was built before or after 1915. Some rents 
are 1915 rents with a 40 percent increase, 
others are market rents at 1939 levels, still 
others are based on World War II costs of 
construction. 

At least nine rent acts are in force at 
present. This system of rent control, it has 
been observed, was acquired haphazardly, 
and in practice conforms to no set of consis- 
tent principles, economic, social or political.! 
The effect of the system is to create all sorts of 
anomalies and inequities, plus great con- 
fusion. A brief review of its historical growth 
should prove useful. 

The first Rent Restrictions Act was passed 
in 1915. This act controlled the rents of all 
dwellings with a rateable value of £35 in 
London, and £26 elsewhere. These limits 
were raised in 1920 to £105 in London, 
and £78 elsewhere, thus including practically 
all houses.2 The 1915 Act was kept in force, 
with modifications, during the immediate 
post World War I period, but by 1920 it was 


1 Marion Bowley, Housing and the State, 1919-1944 (London: 
Allen and Unwin, 1945). 

2 The rateable value of a house is its tax classification. For 
the country in general (excluding London) these classes are, 
up to £13, £14 to £26, and £27 to £78. In the London 
Metropolitan Police Area the corresponding rateable values 
are:—up to £20, £21 to £35, and £36 to £105, respectively. 
As to the significance of these classes, Marian Bowley says, 
“The ordinary new working-class houses in this country 
are houses below the rate compounding limit (i.e., rateable 
values up to £13) . . . . The houses under the compound: 


felt that the pressure of inflation and high 
building costs made existing rents too low. 
The Act of 1920, therefore, not only raised 
the limits for controlled rents, but also allowed 
a forty-percent increase on all net rents. 
Twenty-five percent of the increase was in- 
tended to meet increased repair costs, and 
the remaining fifteen percent to adjust rents 
in terms of investment returns. Tenants were 
given permission to apply to the local housing 
authority for a certificate of disrepair, which 
gave them a legal right to withhold all of the 
increase if repairs were not made. 

After a report of the Onslow Committee in 
1923, an Act was passed removing controls on 
all dwellings on change of tenancy. This 
step was intended to be a strategic retreat 
from controls, while protecting tenants who 
did not move from hardship. The theory was 
that prospective tenants need suffer no hard- 
ship since they could accept or reject a dwell- 
ing if the rent was too high. The effect of this 
policy, since the housing shortage was still 
acute, was to sharply raise the rent of de- 
controlled houses. Again it was felt: that 
something should be done. 

The Marley Committee* which met in 
1930, concluded that serious hardship was 
being caused, particularly to would-be- 
tenants of cheaper dwellings. They, therefore, 
divided dwellings into three categories and 
recommended different action for each: 


Class A. This category included houses in 
London of a rateable value of £45 and over, and 
of £35 and over in the rest of England and Wales. 
These houses should be decontrolled. 


ing limit may be regarded as working-class therefore, but 
those just above are marginal, though in general the houses 
in the intermediate class (£14-£26) are the typical houses of 
the lower middle class. Houses with rateable values over 
£26 are primarily the houses of the well-to-do. The rateable 
value categories thus on the whole correspond to the main 
broad classes of occupiers.” We shall later provide some 
estimates of the number of houses in each main rateable 
value category. 

3U. K., M. O. H., Report of the Inter-departmental Committee 
on the Rent Restrictions Acts (London, H.M.S.O., Cmd., 3911, 
1931). 
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Class B.¥ Included houses in London over £20 
and under} £45 rateable value; in the rest of 
England and Wales over £13 but under £35. 
These should be decontrolled as landlords got 
vacant possession. 

Class C. Included houses in London with a 
rateable value of £20 or less; in the rest of England 
and Wales houses with a rateable value of £13 or 
less, These houses were to cease being subject to 
the decontrolling provisions of the Act of 1923. 


An Act of 1933 put these recommendations 
into effect. The rents of decontrolled Class B 
houses rose for some years, presumably be- 
cause of the higher building costs of similar 
new houses and the still unsatisfied demand. 
By 1937, however, difficulties appeared in 
selling or renting the more expensive houses 
in this class. The Ridley Committee which 
was appointed to review the position with 
regard to rent control in 19374 recommended 
that these houses be decontrolled. The Com- 
mittee felt that there was some shortage of the 
less expensive Class B houses and recom- 
mended that control of all dwellings under 
£35 rateable value in London and £20 else- 
where should be continued temporarily. 
They suggested, however, that there should 
be continued regional reviews, so that de- 
control from the upper rateable values 
downward could be gradually introduced as 
the shortage of each type of house was met 
and the danger of profiteering disappeared. 

An Act of 1938 put these recommendations 
into effect. The outbreak of World War II 
came in the next year and an Act of 1939 put 
practically all houses under rent control 
again. 

At the end of World War II, the second 
Ridley Committee was appointed.’ In a 
review of the situation as it was at that time, 
the Committee estimated that there were 
about four million houses of rateable value 
of £35 and under in London, and £20 else- 
where, which had been built before 1919 and 
had been continuously controlled on the 
basis of 1915 rents, plus a 40 percent increase 
on the net rent. The average net rent on 
these houses was estimated to be about 6 
shillings a week (9 shillings in London). 
About four and one-half million similar 
houses which had been decontrolled had 


4U. K., M. O. H., Report of the Inter-Departmental Committee 
on the Rent Restrictions Acts (London, H. M. S. O., Cmd. 5621, 
1937). 

5U. K., M. O.H., Report of the Inter-Departmental Committee 
on Rent Control (London, H. M. S. O., Cmd. 6621, 1945). 


rents which varied widely. One and one-half 
million local authority houses,® built mostly 
in the inter-war period, which had not been 
controlled had net rents of about 7 shillings 
per week (10 shillings, 6 pence in London). 
There were also three million houses, mostly 
owner-occupied, which had been built by 
private enterprise after 1919. Rents on these 
houses were not controlled until 1939. 
Those which were rented were estimated to 
have net rents “appreciably higher” than the 
houses in the other classes. 

The Committee recommended that all 
controlled rents be registered with the local 
housing authorities. It also felt that Rent 
Tribunals should be established to review 
rents on the basis of “the value which the 
tenant derives from the tenancy” with the 
aim of bringing rents gradually to comparable 
levels. Extreme cases were to be considered 
first. The Tribunals were also to be em- 
powered to deal with furnished accommoda- 
tions, sub-letting, and increases required to 
cover increased costs of services such as 
central heating and portering. There was to 
be no overall increase in rents to cover in- 
creased costs, but a technical committee was 
to be set up to examine the problem when 
costs had been stabilized. Houses built by 
the local authorities under the Housing Acts 
should continue to be exempted from rent 
control. Above all, the legislation relating 
to rent control should be consolidated into 
one Act. 

Eight years have passed since the Commit- 
tee reported. Rent Tribunals have been es- 
tablished, but their powers have been limited 
to rents and security of tenure in furnished 
accommodations. In the interim, the rents 
and selling prices of new houses have been 
brought under control. There has, however, 
been no serious attempt made to deal with the 
fundamental issues and problems involved. 

In the years since 1945 the costs of repairs 
and building have risen sharply. The result 
has been that some landlords are genuinely 
unable to keep their properties in a decent 
state of repair, and others hide behind this 
fact to avcid doing so. Landlords are sub- 
sidizing tenants if they spend more than they 
earn on maintenance, services, etc., and this 
they refuse to do. Tenants, on the other 
hand, are dissatisfied if their homes are per- 
mitted to degenerate into hovels. This 


6 These houses were built by the local housing authorities 
with the aid of a housing subsidy. 
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problem has not been solved and, in fact, has 
become more acute; nor have the gross in- 
equities in the structure of controlled rents 
been eliminated. The scattered mass of 
legislation concerning rent control has not 
been consolidated. In brief, the present 
system remains inequitable and fosters chaos 
and confusion. 

Why, one wonders, has the British Govern- 
ment failed to carry through some reform of 
this obviously inadequate system. In part, 
the answer undoubtedly lies in the fear of 
both parties of the political consequences of 
freeing or authorizing some rise in rents. The 
main obstacle, however, seems to be the 
difficulty of knowing just what should be done 
in the present circumstances. The chief 
difficulties can be classified as (1) those 
arising from a lack of reliable data upon 
which to base decisions, (2) those created by 
the fact that government interference with 
the decisions of the market mechanism has 
created a situation in which subjective argu- 
ments of fairness and equity enter the picture 
so that the government is forced to arbitrate 
between “fair rents” and “fair profits,” and 
(3) those which arise from an inability to 
predict with any degree of accuracy the 
effects of these decisions on other aspects of 
national economic policy as, for example, the 
effects of any change in the structure of rents 
on the efforts of the government to freeze 
personal incomes to combat inflation. 

All attempts to overcome these difficulties 
seem to have broken down into a series cf 
unaswered questions.’ It is generally as- 
sumed that rent controls can not be abolished 
for some time to come because of the housing 
shortage. In these circumstances, should all 
rents be rationalized? If so, on what basis? 
What assumptions can be made about the 
future level of costs? What action should be 
taken to remedy the present difficulties arising 
from high costs? How far should the intro- 
duction of a logical pattern of “fair rents,”’ 
however computed, be allowed to upset the 
existing economic structure, disorganize 
family budgets, and encourage inflationary 
pressures for wage increases at a time when 
government policy is to freeze wages and 
other incomes? 

7 During a visit to England the writer was privileged to 
read and discuss some unpublished work papers of the Hous- 
ing Policy Group at Political and Economic Planning which 
is a non-partisan, non-governmental organization of experts 
interested in the study of social problems. The remainder of 
this paper follows their thinking on the problems and 
difficulties involved. ; 


It has been suggested that the only justifi- 
cation for rent control is its use to protect 
tenants from exorbitant rents in‘times of ex- 
treme shortage, and to secure a “‘fair rent” for 
the landlord which does not permit excessive 
profits, or force him to provide a hidden sub- 
sidy to the tenant. 

The above definition of the purpose of 
rent controls leads directly to the question of 
“fair rents.” It is the conceptual basis for 
rationalizing controls. What are “‘fair rents,” 
however? They might be thought of as (1) 
rents set by the forces of supply and demand 
in a free market, (2) rents merely covering 
the actual cost of production, including 
maintenance and management costs, or (3) 
rents measuring ‘“‘the service value to the 
tenant,” as suggested by the Ridley Com- 
mittee in 1945. This concept requires that 
equal payment be made for equal accom- 
modations. 

The first concept has been rejected so that 
the choice lies between the remaining two as 
a possible basis for rationalizing rent controls. 

In the case of the second concept, where 
rents would be controlled at the cost of 
production, an attempt is made to fix a 
“fair rent” for the landlord rather than to 
determine the value of the accommodations 
to the tenant. An obvious disadvantage of 
this method is that it results in a wide varia- 
tion of rents for similar dwellings, depending 
on whether they were built at a time of high 
or low costs. The British rent control Acts 
seem unconsciously to have been based on 
this principle and to have resulted in wide 
variations in rents, which were further ex- 
aggerated by the policy of piecemeal de- 
control. Some apparent advantages of the 
method are that Gy landlords do not get an 
excessive return on cheaply constructed 
houses, (2) tenants are not exposed to sudden 
rent increases, except those made necessary 
by increases in the cost of maintenance and 
management, and (3) the problem of fixing 
rents is simpler, since there is a tangible cri- 
terion in costs. A difficulty arises, however, as 
to how often changes in rent should be al- 
lowed to meet changes in costs and as to 
whether rents should be reduced when costs 
fall as well as being raised when costs rise. 

The use of the third concept of “fair rents” 
cited above, as the basis for rationalizing rent 
controls, was suggested by the Ridley Com- 
mittee in 1945. The Committee felt that all 
rents should be based on an evaluation of the 
service value of any dwelling to the occupant 
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—by which they apparently meant that 
similar accommodations should bring similar 
rents. This seems to suggest that there can 
be an objective measurement that is inde- 
pendent of the subjective judgment of the 
tenant. The Committee did not explain how 
the concept could be applied, except to say 
that rent tribunals should decide on the basis 
of their knowledge of their district. It sounds 
logical and fair that two identical dwellings 
should rent for identical sums, whatever their 
cost of production. Assuming, however, that 
an adequate solution could be found for the 
problem of what constitutes identical dwell- 
ings a further difficulty arises as to what level 
of costs should be used as the universal basis 
for fixing the level of rents. The cost of 
building has fluctuated widely in the last 
quarter of a century; and, no matter what 
level is chosen, the decision must lead to many 
arbitrary gains and losses. 


A difficulty which is common to both 
methods which have been examined is that 
not enough information is available to permit 
an estimate of the effects of a change on the 
the present pattern and level of rents. With- 
out this information, no sound estimate can 
be made of the inflationary effects of a change. 


Any attempt to estimate, with any degree of 
accuracy, the effect of a change simply raises 
more questions which require answers. How 
will “fair rents,” however, determined, com- 
pare with rents now being paid? How many 
dwellings, and of what rateable values, would 
be above or below the “fair rents?” How 
are actual rents, and how would “fair rents” 
be related to family budgets? What is rent- 
paying capacity? What is a “fair rent’ to 
the landlord? What has been the actual 
increase in the cost of management and 
maintenance of different types of dwellings? 

The reader can, doubtless, think of more 
questions. Is it any wonder that British 
Governments, regardless of party, put off the 
dreadful task of reforming the system of rent 
controls? The difficulties seem insuperable 
and the political and economic risks are very 
great. Being confronted with the choice of 
acting blindly or drifting blindly, it has 
apparently been expedient to choose the 
policy of drift. I leave it for the reader to 
decide whether, in the circumstances, he 
would choose differently. 


RIcHARD A. SABATINO 


University of Rhode Island 


Variations in Costs of Mortgage F inancing to 
Veterans in Jacksonville’ 


LTHOUGH the combination loans au- 
thorized under Title III of the Service- 
men’s Readjustment Act, as amended, were 
eliminated in 1950, there were certain re- 
sponses of market behavior that lend more 
than historical interest to an examination of 
the experience of one mortgage market with 
these loans. The experience of the Jackson- 
ville mortgage market shows that as a result 
of the combination loan authorization some 
veterans committed themselves to mcrtgage 
loans at higher costs than did others without 
any apparent relation to variations in risk. 


*The data presented here are based on mortgage re- 
cordings, February 15-August 15, 1950, and a 40 percent 
sample of the transactions filed with the Jacksonville 
Veterans Administration office. The total number of 
transactions was 1,662. This paper uses data accumulated 
in the course of a research undertaking carried out by the 
Bureau ot Economic and Business Research of the University 
of Florida, sponsored by the Housing and Home Finance 
Agency and reported in Housing Research Papers Nos. 22 
and 23. Responsibility for the analysis and interpretation 
ot these data rests solely with the authors. 


Title III of the Servicemen’s Readjustment Act 


Title III of the Act of 1944 authorized the 
Administrator of Veterans’ Affairs to guaran- 
tee the payment of a part of the loans to 
veterans of World War II. Pursuant to 
Sections 501, 502, and 503, the veteran could 
apply for the guaranty of a loan for the 
purchase or construction of a home, the 
purchase of a farm and tarm equipment, and 
the purchase of business property including 
supplies, land, buildings, equipment, ma- 
chinery, or tools. The amount of the 
guaranty was not to exceed 50 percent of the 
loan and the aggregate amount guaranteed 
was not to exceed $2,000; the rate of interest 
was not to exceed 4 percent with maturity 
limited to twenty years. 


The feature of this title enabling the com- 
bination loan, the singularities of which are 
the focus of attention in this paper, was set 
forth in Section 505. It provided: 
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“In any case wherein a principal loan, for any 
of the purposes stated in Sections 501, 502, or 503, 
is approved by a Federal agency to be made or 
guaranteed or insured by it pursuant to applicable 
law and regulations, and the veteran is in need of 
a second loan to cover the remainder of the pur- 
chase price or cost, or a part thereof, the Ad- 
ministrator, subject otherwise to the provisions of 
this title, including the limitation of $2,000 on the 
total amount which may be guaranteed, may 
guarantee the full amount of the second loan: 
Provided, That such second loan shall not exceed 
20 per centum of the purchase price or cost and 
that the rate of interest thereon shall not exceed 
that on the principal loan by more than 1 per 


In 1945, Title III was amended in several 
respects. The maximum guarantee of real 
estate loans was raised to $4,000 and the 
amortization period on nonfarm realty 
extended from 20 to 25 years. Section 
505 was revised to eliminate the $2,000 
limitation of guaranty. In 1950 the maximum 
period of payment was changed from twenty- 
five to thirty years and the amount of guaran- 
tee on loans for homes was changed to “an 
amount not exceeding 60 per centum of the 
loan: Provided, That the amount of any such 
guaranty shall not exceed $7,500, less the 
amount with which the veteran’s entitlement 
for real estate purposes is properly charge- 
able on account of prior loans, ey 
(April 20, 1950). The authorization of 
secondary loans was revoked effective Octo- 
ber 31, 1950. 


The guaranty provisions of this legislation 
made it possible for a veteran to obtain 100 
percent financing on purchases of residential 
property. As first enacted, it was possible for 
such terms to be obtained on a straight VA- 
guaranteed loan basis on property valued as 
high as $6,000 if a mortgagee would lend up 
to two-thirds of the value of the property on a 
non-guaranty basis. On the basis of an FHA- 
VA combination loan it was possible for a 
veteran to obtain 100 percent financing on a 
property valued as high as $10,000 when the 
administrator would “fully guarantee” a 
$2,000 VA second mortgage and if an $8,000 
FHA-insured mortgage could be obtained. 
Because of the increases in prices and building 
costs, the Congress decided that the guaranty 
amounts should be increased if the very 
favorable terms intended were to be effective. 
Accordingly, in 1945 the guaranty amount 


was increased to $4,000 both for the straight: 


VA and the VA part of the FHA-VA combi- 
nation mortgage. Under the conditions 
noted above this would make possible 100 
percent financing on property valued up to 
$12,000 on a VA-guaranteed mortgage and 
up to $20,000 on the FHA-VA combination 
mortgage basis. It is to be noted also that 
the period of repayment was extended at 
this time to 25 years. The 1950 amendments 
to the legislation dropped the FHA-VA 
combination mortgage, but the increased 
guaranty of $7,500 on the straight VA mort- 
gage nevertheless made 100 percent financing 
possible on homes valued as high as $15,000 
to $22,500 if a mortgagee would loan re- 
spectively from one-half to two-thirds of the 
valuation on a non-guaranty basis.! 


Factors Affecting Terms and Costs 


Against this background of review the 
entire analysis will be centered on the terms 
and costs (as found in Jacksonville in the 
forepart of 1950) incident to the two types of 
financing made possible under Title III of 
the Servicemen’s Readjusment Act and the 
various amendments thereto. These two 
types consisted of financing under a straight 
VA-guaranteed mortgage, and financing 
under an FHA-VA combination mortgage. 
Together they accounted for about 59 percent 
of the dollar volume of all residential mort- 
gage transactions in the Jacksonville market 
during the period studied. 

The secondary loan provisions of Title III 
suggest that the purpose of this part of the 
legislation was to take care of those financing 
needs of veterans not met bythe other provi- 
sions of Title III. It might logically be in- 
ferred that these provisions, clearly intended 
to benefit the mortgagor, would be called 
into play only after the “need” had been 
established by the inability of the veteran to 
obtain, on a primary loan, sufficient funds to 
meet the purchase price of the property. 
However, the uses of this secondary-loan pro- 
vision appear to have met with a broader in- 
terpretation in the Jacksonville housing 
market. As an example, it appears that the 
‘“‘need”’ existed when a builder found himself 
unable to work out prearrangements for 100 
percent permanent mortgage financing on a 
4 percent basis and was thus impelled to 


1 This had the effect of affording a guaranty up to $7,500 
in lieu ot a down payment. 

2 Title III as amended in 1945 was in effect during this 
period. Although we have noted the revisions effective in 
1950, these changes appear to have had little influence. 
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resort to FHA-VA combination mortgages 
at a higher rate of interest.* As a result, the 
veteran seeking to purchase a home was 
offered this prearranged financing as a part 
of the sales transaction. Another aspect of 
“need” appears to be that which would arise 
as a result of the inability of a veteran to 
obtain 100 percent financing because the 
purchase price of the property exceeded the 
amount that could be obtained on a straight 
VA-guaranteed loan basis. This suggests 
that a preponderance of the combination 
loans would have been made for houses in 
the higher price ranges. This was not the 
case for the Jacksonville market for the period 
under study. On the contrary, the combina- 
tion loan was found to have about the same 
distribution with respect to loan amounts as 
did the straight VA-guaranteed loans. 

From the money supply side, those who 
prearranged for mortgage financing in the 
primary market were governed largely by the 
money-rate conditions prevailing in the 
secondary market. The practice in the 


market during the period under study does 
not suggest that those prearranging for 
financing (builders, intermediary and perma- 
nent fund suppliers) always exhausted the 4 
percent financing possibilities or in fact sought 


to doso. The firmer assurance of secondary- 
market commitments from mortgage buyers 
to acquire the higher-yield combination 
mortgages sometimes led to the initiation of 
this type of arrangement. 

The fact that the veteran buyer more cften 
than not had no part in the arrangements 
made for financing the property he purchased 
makes important the cost results of such ar- 
rangements. This importance is emphasized 
by recalling that the arrangements were in 
part the products of special legislation making 
alternative methods possible. In 1945, the 
Congress, in Section 505 of Title III, author- 
ized the coupling of a 41% percent first mort- 
gage and a 4 percent second mortgage and 
these provisions continued in effect during the 
time of study when the government was also 
giving partial support to the 4 percent first 
mortgage through FNMA acquisitions. This 
section also created the unusual situation in 
which the lender’s risk incident to the second 
mortgage was apparently less than that inci- 


sThis conclusion and other observations not directly 
supported by data used in this paper are based on extended 
interviews with mortgagees, builders, and mortgagors in 
the Jacksonville market. For specific details see appendices 
to Housing Research Reports, Nos. 22 and 23. 


dent to the first mortgage, and. the interest 
rate on the second mortgage was lower than 
that on the first mortgage. In the case of 
the FHA-VA combination, the government, 
by making possible the use of the FHA insured 
mortgage joined to the fully guaranteed VA 
mortgage, gave to the lender not only a 
higher yield but also greater protection. 
This, of course, invited the use of a 4% 
percent first mortgage as a substitute for 4 
percent financing. (In addition to the 4% 
percent interest it was also necessary to pay a 
one-half of 1 percent mortgage insurance 
premium.)* Although the observations are 
confined to Jacksonville, it seems not im- 
probable that these influences had similar 
results in other markets. 


Loan-To-Value Ratios 


With a few exceptions, the VA-guaranteed 
loans and the FHA-VA combination loans 
represented what was essentially 100 percent 
financing; however, some of the loans were 
slightly above, some equal to, and some 
slightly less than the purchase price. In 
those cases where the loan exceeded the pur- 
chase price it was usually by an amount 
sufficient to cover all or a part of the closing 
costs. This relationship is significant be- 
cause it reveals the extent to which the costs 
of settlement imposed upon the veteran 
buyer at least a token down payment. Over 
87 percent of the VA-guaranteed loans and 
approximately 66 percent of the FHA-VA 
combination loans were equal to or greater 
than the purchase price. As to both types of 
financing, i.e., VA-guaranteed and FHA-VA 
combination, some significance might be 
attached to the amount of the loan involved. 
For example, for the loans studied, what is the 
nature of the loan-to-purchase-price rela- 
tionships as the size of the loan increases? 
This is shown in Table I. An examinaticn 
of the distributions in the two categories 
(loans equal to or greater, or less than pur- 
chase price) reveals that although there is a 
tendency for a larger percentage of the higher 
value loans to fall in the “loans less than 
purchase price” group, nevertheless a wide 
distribution of the loan amount classes over 
both groups is shown. The distribution of 
the two types of loans also shows that the loan 


amounts associated with FHA-VA financing 


‘The maximum interest rate on FHA-insured loans on 
one-tamily homes was changed from 44% to 4% percent 
effective April 21, 1950, 1or loans not yet being processed 
by FHA. 
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did not depart from the loan amounts 
associated with straight VA-insured loans 
sufficiently to lend support to the expectation 
that the combination loan was used to obtain 
larger loan amounts. An inspection of the 


individual transactions reveals in a few 
scattered cases that actual down payments in 
excess of the closing costs were made. Most 
of these’ involved FHA-VA combination 
loans. 


TABLE I—DistrrpuTion oF VA-GUARANTEED AND FHA-VA ComsinaTion Loans ACCORDING TO 
Amount oF Loan By Loans Eguat To Or GREATER, Or Less THAN PURCHASE PRICE 





All Loans 
Amount of Loan 


Percentage 
Distribution of 
Loans Less Than 
Purchase Price 


Percentage 
Distribution of 
Loans Equal to 

or Greater Than 
Purchase Price 





Number 


Percentage 
Distribution 





VA FHA-VA 





22 
107 
155 
181 
143 
$10, 000-$10, 999 48 
$11,000 and over 14 


1% ; 2% 





Total 670 








9.2% 9.7% 

















Amortization and Interest 


Approximately 68 percent of the VA- 
guaranteed mortgages had amortization 
periods of from 20 to 24 years, inclusive, 
whereas almost 97 percent of the FHA first 
mortgages in the FHA-VA combination 
group were for a period of 25 years. The 
accompanying VA-guaranteed second mort- 
gages were in a majority of cases for 24 or 
fewer years. These differences in the typical 
amortization periods for the two types of 
financing had the effect of reducing the dif- 
ference in the average monthly payments 
between the two types of financing. Table II 
shows the monthly payments of principal and 
interest for the average amount of loan in the 
loan ranges selected for comparison. Be- 
cause of the close size correspondence of the 
two average loans shown in each loan-range 
category, no attempt was made to adjust the 
amount of loan arbitrarily to give a common 
base for the monthly payment comparisons. 
If the FHA insurance is added to the monthly 
payments incident to the FHA-VA combina- 
tion loans it does not add appreciably to the 
difference in the monthly payments. The 
significance of these comparisions lies in the 
fact that most of the veteran purchasers were 


asking how much the monthly payments 
would be but not how long the payments 
would continue. Viewed in this light, the 
veteran may have been indifferent to the 
type of financing employed. However, if the 
mortgage interest costs for the entire loan 
periods are compared, a strikingly different 
situation is revealed. Table III shows the 
total interest cost incident to the two types 
of financing and the total of the interest pay- 
ment as a percent of the average loan in each 
loan-range category. For the VA-guaranteed 
loans the interest cost is about 56 percent of 
the loan amount, whereas for the FHA-VA 
combination it is approximately 63 percent; 
however, when the FHA insurance charge is 
added to the latter, the total cost is roughly 70 
percent of the loan amount.*® It has been 
shown that a part of the difference in the total 
interest cost is due to the difference in the 
amortization periods. Nevertheless, some 
veteran purchasers obligated themselves to 
make payments for a longer period than did 
others although the prices of their homes and 
the loan-to-value ratios were essentially the 


*The 3 ot 1 percent mortgage insurance premium on 
FHA insured loans is partially returnable to the borrower in 
the form of dividends. 
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TABLE II—Comparison oF MONTHLY PAYMENTS OF PRINCIPAL AND INTEREST ON 
VA-GuARANTEED Loans AND FHA-VA ComainaTIon Loans 
(Both loan amounts and amortization periods are based upon averages.) 





VA-Guaranteed FHA-VA Combination 





Range of Loans Monthly Average amount Monthly Average amount 


payment 


of loan 


payment 


of loan 





,000-$ 5,999 


$29.14 


$ 5,386 


$33.51 


$ 5,950 


,000-$ 7,999 40.61 
8,000-$ 8,999 45.90 
$ 9,000-$ 9,999 51.32 
$10, 0C0-$10, 999 54.57 
$11,000 and over 70.00 


$5 

$ 6,000-$ 6,999 35.42 
$7 

$ 








6,548 36.92 6,574 
7,506 42.67 7,565 
8,485 47.57 8,427 
9,486 52.90 9,361 
10,087 58.70 10,376 
12,940 70.08 12,394 











same. These variations in amortization 
period were prearranged and there was no 
indication that they were related to the 
veteran’s preference. Since the longer periods 
increased the total cost to maturity and since 
it appears that the longer periods were dic- 
tated more by the lender’s preference, it is 
doubtful that the market situation benefited 
the veteran. Further, why should some 
veterans pay 4 percent and others 4 4% percent 
in transactions essentially similar in all re- 
spects? Is there not also reason for question- 
ing the wisdom of the governmentin conferring 
on these combination loans a greater total 
risk protection at a higher loan yield than on 
the straight VA at a lower loan yield when 
the result was that the veteran purchaser paid 
a higher price to give this added protection 
to the supplier of funds? These differences in 
costs to the veterans appear to stem from a 
conflict between reliance upon private as 
opposed to governmental funds, of which 
FNMA was one of the Ophelia-like instru- 
ments. 


Settlement Costs 


The settlement costs associated with the 
two types of financing also reveal cost differ- 
ences. Table IV compares the average of 
the reported costs for the loans in each loan- 
range category by type of financing. (These 
are averages of the unadjusted total reported 
costs.) This table shows that the average of 
the reported closing costs for VA-guaranteed 
loans in each loan-range category is in all 
cases lower than the corresponding figure for 
the FHA-VA combination loans. The 


difference is smallest for loans in the $8,000- 
$8,999 range and greatest in the $6,000- 
$6,999 group. However, the differences 
reveal no regular pattern except that the 
range of difference, according to the size of 
the loan, in most cases is not great. 

In Table V are shown the average closing 
costs as a percent of the average loan for the 
two types of financing. These costs for the 
FHA-VA loans range from 4.1 to 5.1 percent 
of the average loan but do not show a regular 
pattern of relationship. For the VA- 
guaranteed mortgages, the range of the 
average closing costs is from 3.2 percent to 
3.9 percent of the average loan. There is also 
a regular pattern in the relationship showing 
that the average closing cost, as a percent of 
the amount of the loan, declines as the size of 
the loan increases. 

Examination of the individual settlement 
cost items reveals that the cost differences 
are chiefly attributable to one minor and 
three major items. ‘Title insurance charges 
for the FHA-VA combination loans were 
higher in all cases owing to the practice of 
making a $25.00 minimum charge for the 
insurance incident to the second mortgage. 
For example, on a $6,250 loan, the title in- 
surance for a VA-guaranteed mortgage is 
$87.50; whereas for the combination loan, 
the insurance on the $6,000 FHA-insured 
first mortgage is $85.00 and on the $250 VA- 
guaranteed second mortgage it is $25.00, 
making a total cost of $110.00 for the same 
amount of title insurance. This difference in 
cost between the two types of financing was 
found to be greater for the smaller loans be- 
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TABLE III—Comparison oF INTEREsT Costs ON VA-GUARANTEED LOANS 
AND FHA-VA ComsinaTion Loans 
(Both loan amounts and amortization periods are based upon averages.) 





VA-Guaranteed 





Range of Loans Total of all Average amount Interest | Interest cost as 
monthly payments of loan cost per cent of loan 





$ 5,000-$ 5,999 $ 8,392 $ 5,386 $3 , 006 55.8% 
$ 6,000-$ 6,999 10,201 6,548 3,653 55.8 
$ 7,000-$ 7,999 11,696 7,506 4,190 55.8 
$ 8,000-$ 8,999 13,219 8,485 4,734 55.8 
$ 9,000-$ 9,999 14,780 9,486 5,294 55.8 
$10, 000-$10, 999 15,716 10,087 5,629 55.8 
$11,000 and over 20,160 12,940 7,220 55.8 














FHA-VA Combination 





Total of Average amount of loan Interest cost 
Range of Loans all monthly Interest | as per cent 
payments | FHA ist | VA 2nd | FHA-VA|_ cost of loan* 








$ 9,744 $5,100 | $ 850 | $5,950 | $3,794 63.8% 
10, 806 5,824 750 6,574 4,232 64.4 
12,359 6,350 1,215 7,565 4,794 63.4 
13,752 7,000 1,427 8,427 5,325 63.2 
15,250 7,656 1,705 9,361 5,889 62.9 
16,877 8,360 2,016 | 10,376 6,501 62.7 
20,174 10,055 2,339 | 12,394 7,780 62.8 























*When the FHA insurance charge ot % percent is added to the interest cost, the total cost 
is roughly 70 percent oi: the loan. 


TABLE IV—Comparison OF AVERAGES OF REPORTED CLOsING CosTs FOR 
VA-GUARANTEED LOANs AND FHA-VA ComsinaTIon LoAns 
JACKSONVILLE, FLoripa: 1950 





Average Closing Cost for— 
Amount of Loan VA as a Per Cent 
VA FHA-VA FHA-VA 








$211.67 $253 .67 83.4% 
253.89 334.00 76.0 
290.25 361 .49 80.3 
324.77 365.20 88.9 
359.39 414.38 86.7 
10, 000-$10, 999 354.96 451.02 78.7 

$11,000 and over 411.59 505.39 81.4 
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TABLE V—AVERAGES OF REPORTED CLOosinG Costs FoR VA-GUARAN<EED LOANS 
AND FHA-VA ComsInaTION LOANS AS A PERCENT OF AVERAGE LOAN 
JACKSONVILLE, FLoripa: 1950 





Cost as a Per Cent 
of Average Loan 


Average Amount 


Amount of Loan of Loan 





VA FHA-VA VA FHA-VA 





$ 5,386 
6,548 
7,506 
8,485 
9,486 


$ 5,950 
6,574 
7,565 
8,427 
9,361 


9% 





10,087 
12,940 


10,376 
12,454 














t 

cause the second mortgages were often for 
very small amounts. The two other items of 
significance which appear in the FHA-VA 
guaranteed statements are the FHA insur- 
ance and the FHA filing fee. The insurance 
ranged from $29.90 to $62.84, depending on 
the amount of FHA-insured mortgage, 
while in all cases the FHA filing fee was 
$20.00. The small item that was always 
greater on the FHA-VA combination than 
on the VA-guaranteed statements was the 
recording fee. This is the result of a separate 
charge to record the second mortgage. 
Other factors influencing the differences in 
the total reported cost figures were present 
but unimportant. 


Other Influences Affecting Cost Averages 


Although the average costs shown for 
different loan amounts well represent the in- 
fluence of the federal legislation, they conceal 
variations traceable to institutional practices 
and market conditions However, these 
variations do not modify the general pattern 
of relationships shown above. This observa- 
tion applies also to cost variations in individual 
transactions. Differences in the costs of indi- 
vidual transactions arose out of differences in 
the effective rates of interest on the FHA-VA 
loans due to variations in the relative amounts 
of the FHA first and the VA second mort- 
gages; differences in the total interest cost 
attributable both to the effective interest rate 
and the length of the amortization period; 
and variations in closing costs traceable to 
differences in institutional and market prac- 
tices. We have not shown the cost com- 


ponents as a composite aggregate because to 
combine these would blur the differences be- 
tween immediate cost and the deferred cost 
that is important over the total life of the 
mortgage. Although it is true that the indi- 
vidual mortgagor must foot the total of these 
costs, to show the cost components as an 
aggregate would merge these dissimilar time 
elements and distort the apparent cost 
burden. 


Influence of the Federal National Mortgage 
Association 


This discussion has emphasized the extent 
to which prearranged financing for veterans 
dominated the Jacksonville mortgage market 
during the period studied. It is shown 
in Housing Research Paper No. 23, ‘Residential 
Mortgage Financing, in Jacksonville, 
Florida,”’* that this market was heavily de- 
pendent upon out-of-state funds, a large part 
of which was supplied by the Federal Na- 
tional Mortgage Association. The support 
given by the FNMA to the 4 percent VA- 
guaranteed mortgage is evidenced by the 
assignment record which shows the acquisi- 
tion of 81 percent of these mortgages by that 
agency. The bulk of the FHA-VA combina- 
tion loans and the FHA-insured loans was 
acquired by insurance companies, with only 
7 percent and less than 1 percent, respec- 
tively, going to the FNMA. The uncertain- 
ties of the 4 percent market were made 
greater by the intermittently changed limits 
placed on FNMA funds, by the large num- 


* Housing and Home Finance Agency, Washington, D. C. 
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ber of outstanding commitments, and by 
changing administrative requirements such 
as the sixty-day “‘waiting”’ period. 


Summary and Conclusions 


Government measures to facilitate home 
ownership were greatly liberalized in special 
legislation for veterans. The features of these 
measures dealt with here largely avoided 
direct extension of public credit, yet sought 
to tap private investment funds at interest 
rates lower than the conventional loan market 
by partial guaranty of principal and the join- 
ing of FHA insurance with a partial guaranty. 
Successive increases in the funds allotted to 
FNMA to purchase eligible mortgages were 
departures from the principle of reliance 
upon private investment. 

The phrasing of the legislation enabling VA- 
guaranteed and FHA-VA combination loans 
indicated the concern of the Congress 
with the veteran’s “need.” Yet the behavior 
of the market in supplying homes when 
financing was prearranged, sometimes with 
VA-guaranteed and sometimes with FHA- 
VA combination loans, resulted in the 
veteran’s accepting the offered terms. The 
FHA-VA terms were frequently offered to all 
alike without reference to the adequacy of a 
straight 4 percent VA-guaranteed loan to the 
requirements of individual veterans. 

Yet from the standpoint of the builder try- 
ing to put houses on the market and of the 
mortgage originator, with whom he must 
work closely, the freedom of choice between 


these alternative methods of financing was 
more apparent than real. The builder and 
his mortgage originator were obliged to adjust 
themselves to the changing conditions of the 
secondary markets, both public and private. 
It appears that the veteran received the com- 
bination mortgage whenever long-term in- 
vestors were able to exert their preference for 
the higher-yield loan. Although this be- 
havior of the market does not appear to ac- 
cord with the wording of the Act, neverthe- 
less, either type of loan gave the veteran more 
favorable terms than were otherwise avail- 
able. Yet it must be emphasized that the 
operation of the market resulted in a fortui- 
tous discrimination under which some vet- 
erans enjoyed lower cost financing than did 
others. It is recognized that those veterans 
who quickly resold homes or those who re- 
garded their financial commitments merely as 
rental payments to be terminated at their 
convenience would not incur the same burden 
as would those retaining title to maturity. It 
is unrealistic to assume that the intention of 
legislation can always be given full effect. 
Nevertheless, the experience of this market 
indicates that the secondary loan provisions 
were not calculated to assure equal mortgage 
costs to all veterans similarly situated as 
borrowers. 
CarTER C. OsTERBIND 
GeorcE B. HurFF 


Bureau of Economic and Business Research, 
University of Florida 
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Economics of Agricultural Production and Resource 
Use. By Earl O. Heady. New York: 
Prentice-Hall, Inc., 1952, pp. 850, $9.75. 

Occasionally a book appears upon which a 
book review of typical length does not serve 
much useful purpose, either because the book 
is encyclopedic in character or because it 
raises issues which cannot be given mean- 
ingful discussion in such little space. Dr. 
Heady’s book is that kind of work, and on 
both counts. It discusses in minute but not 
tedious detail the field of “production eco- 
nomics,” pulling out analytical problem after 
problem for examination and illustrating with 
data from scores of studies in the plant, soil 
and animal science fields. However, the 
book does not stop at the limits of “‘produc- 
tion economics” but pushes on into discussion 
of general public policies related to the use of 
agricultural resources. 

The book is organized into four Parts. 
Part One contains a single introductory 
chapter, “Scope and Nature of Production 
Economics.” As Heady had anticipated, 
this part fails to “do justice to this important 
field.”” This is not so much because it is too 
brief to be adequate, but because it is too 
highly simplified to be accurate. The 
“meaning of economics” is covered in two 
pages, in which are discussed the relation of 
economics “‘to other branches of science and 
human activity,” the relation of means and 
ends, the relation of ends to individual and 
group values, and the appropriate scientific 
jurisdiction of economics and the economist. 
Such heroics will cause to shudder anyone 
who has struggled into—one never really 
gets “through”—these same issues as they 
have been posed and re-posed throughout the 
history of organized thought and discourse. 
Part One contributes little; but then it takes 
but little space. 

Parts Two and Three are quite another 
matter. They deal with “Planning under 
Perfect Knowledge,” and ‘Planning under 
Imperfect Knowledge,” respectively. To 
Part Two he devotes nearly 400 pages, and 
to Part Three some 120. One might ask 


“why write 400 pages on ‘planning under 
perfect knowledge’ when no planning is done 
—and perhaps none would be necessary— 
under those conditions.” But such a question 
would be facetious. For this part is actually 
an exhaustive investigation of the application 
of “static” economic theory—i.e., theory in- 
volving, among others, the assumption of 
perfect knowledge—to problems of resource 
use within individual farms, farm households 
and between farms. It deals not only with 
factor-product, but also with factor-factor and 
product-product relationships. 


It is in this area of applied economics that 
Heady’s earlier works have made such sig- 
nificant contributions to his profession. And 
this section of the book justifies the high 
acclaim he has been accorded. With rigor, 
precision and keen insight he works through 
the argument, keeping oneeye on the structure 
of economic theory and the other on the 
structure of agricultural production. Step by 
step he develops a coherent body of proposi- 
tions which permits systematic analysis of the 
many problems of optimum resource use 
within the farm firm. Basically, this is a 
theoretical exposition, liberally laced with 
illustrations of how existing theory can be 
applied—or by extension or modification can 
be made to apply—to the myriad problems 
faced by farmers attempting tosqueeze maxi- 
mum profits out of their limited resources. 
Heady draws into his analysis an excellent 
array of illustrations from research, both in 
economics and “technical” or “husbandry” 
fields. The teacher of production economics, 
even at the most elementary levels, will find 
this assembly of data and the analytic frame- 
work for their treatment extremely useful. 
Probably never in the history of agricultural 
economics has marginal analysis been applied 
to as many facets of farm production as in 
this book. Certainly both teachers and re- 
searchers will be drawing upon this book for 
years to come. 


Perhaps Part III, “Planning under Im- 
perfect Knowledge,” will prove to be the most 
interesting section of the book to most readers. 
Here the author makes an excursion into 
“dynamic” theory of production, in that he 
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takes account of “imperfect knowledge” 
which introduces considerations of risk and 
uncertainty. One interesting phase of this 
section is his fascinating discussion of the 
theory of diversification, which I suspect will 
take the profession some time to fully absorb 
and appraise. 

The remainder cf the book, Part IV, is en- 
titled “Aggregate Aspects of Production.” 
In this section he deals with the problem of 
aggregate efficiency in agriculture as related 
to tenure systems, location of production, 
functioning of the labor and capital markets 
and soil conservation and land use. He 
closes with a chapter on “Technological 
Change and Economic Progress.”’ His treat- 
ment in this part of the aggregate production 
function in agriculture is particularly interest- 
ing to this reviewer. He sharply questions 
the adequacy of existing explanations of the 
inelastic supply function for agriculture for 
the business cycle length of run, particularly 
the over-emphasis given the notion that agri- 
cultural costs are largely composed of fixed 
costs. His central contention is that agri- 


culture may have a relatively elastic supply 
function for the services it renders in the face 
of recognized stability of output through de- 
pression, this stability being accounted for by 


the price variability in input factors. When 
he examines this, however, he notes that most 
of the important highly price-variable factors 
(feed, labor, land) arise within agriculture. 
So his argument appears to amount to a re- 
finement of the high-fixed-cost thesis. 

Part IV of his book will, I suspect, draw the 
most critical fire. His extremely systematic 
exploration of certain phases of these prob- 
lems may, in improper hands, become a 
systematic ignoring of other no less important 
phases. To this writer, his logic appears im- 
peccable insofar as his assumptions embrace 
the policy issues being analyzed. But accu- 
rate analysis of a problem of, say, six strategic 
variables depends not only upon precision in 
handling those variables considered, but on 
the inclusion of all six variables stategic in the 
situation. As I read his arguments on funda- 
mentals of soil conservation, for example, he 
concludes that conservation policy should 
provide for allocating inputs of conserva- 
tion resources in such a way as to achieve an 
equi-marginal return to these inputs from all 
areas. Of course this defines the conditions 
of maximum return to a given input—and is 
adequate to define a farmer’s best alternative 
in allocating his limited resources among 


competing enterprises—but .s it desirable 
national policy? In practice, this would 
probably tax low inccme areas to subsidize 
high income areas. Heady is quite right in 
indicating that such things as soil conserva- 
tion and recreational facilities have their costs 
in the foregone alternative uses to which re- 
sources so invested could be employed. And 
he is also correct in saying that in making 
decisions about such matters “the relevant 
indicator of choice is the public preference 
function as expressed either through the 
market prices or legislation.” (p. 766) The 
point is, of course, that because of the 
particular characteristics of such investments, 
“market prices” and “legislation” often 
present very different readings on the public 
preference “‘choice indicator.”! This being 
the case, if economists are to be of any assis- 
tance to those who must pass such legislation, 
they have to do more than take the market 
price reading from the “choice indicator.” 
The contribution to human welfare of legisla- 
tion on such matters has in the past been due 
in large part to the efforts of economists. One 
should not like to see this function denied 
them by a too restrictive definition of the 
field of economics. 

When read with eyes and mind open, this 
book is extremely stimulating and provoca- 
tive. If one were to criticize it, it would be 
that (1) it is over-lengthy, due to the 
author’s giving attention to too many issues, 
in some of which the problems are simply too 
complex to be fitted into the tight compress of 
his simplifying assumptions; and (2) the 
author’s zealousness for a recognition of the 
“universality” of production economics prin- 
ciples often leaves an impression of dogmatism 
which I’m sure he abhors. No one would 
question the “universality” of his principles 
(if the concept of universality is properly 
understood). However, though the proposi- 
tions be universal in their “truth” when rele- 
vant, the questions of their relevance, of 
their adequacy, and of their relationship to 
the total factual matrix of the problem being 
analyzed have still to be faced. A discussion 
of this subject would have been, in my 
opinion, an excellent substitute for Part I 
and much of Part IV. 

When one moves into the analysis of public 


policy issues, these become strategic consider- 


1 As an example of this type of problem, as it refers to 
public policy in the use of water, see Raymond J. Penn, 
“Water Policy in Humid Areas,” Journal of Farm Economics, 
December 1952, pp. 756-58. 
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ations. The simplifying assumptions neces- 
sary to make the analytic system neat and 
consistent commonly contain in themselves 
the heart of the policy problem. 

This error of emphasis may be seen clearly, 
for example, in the following quotation (p. 7): 
“The relationships and principles which 
apply to 2 pigs as a producing unit are the 
same as those which apply to the nation’s 
agriculture as a producing unit. The indi- 
vidual who possesses the tools and subject 
matter knowledge for answering all the economic 
problems at the hog level also possesses the 
basic tools and information for providing an- 
swers at the level of the nation’s agriculture.” 
(Italics mine.) Even the natural enthusiasm 
of an author for the particular aspect of 
economics in which he is concentrating his 
efforts can hardly justify the notion that the 
entire subject matter of these two vastly 
different types of problems is comparable. 
For, although there are some similarities be- 
tween the pig and the human enterprises and 
the economic problems related thereto, one 
should not ignore their differences. 

More significant than mere subject matter 
differences (if only because these would be 
readily admitted by virtually all economists) 


are the differing theoretical requirements of 
individual firm and public policy analyses. 
In the case of the individual firm, the problem 
of value can be quite legitimately subsumed 
under the assumption of the entrepreneur’s 
desire for profit (satisfaction) maximization— 
at least where the firm is in “‘ perfect factor and 


product competition.” But in dealing with 
problems at such a level as “the nation’s 
agriculture” no such simple assumption is 
available to obviate the problem of value. 
The nearest we can come to such a simplify- 
ing assumption is some concept of maxium 
aggregate efficiency in the use of resources. 
Here, however, we strike a snag in that any 
significant reallocation of resources to this 
end involves a redistribution of resources, in- 
come and economic power among the con- 
stituent elements of the economy. The 
question of whether a given resource policy 
which advances the interests of one group at 
the expense of another constitutes a more or 
a less efficient use of resources is, unhappily, 
a value problem which cannot be dealt out of 
the problem by assumption. This conceptual 
problem of whether there is a basis for ap- 
praising the relative efficiencies of alternative 
public policies if they have differing distribu- 
tional effects has, of course, been given e1ier- 


getic and conscientious treatment in the so- 
called “‘welfare economics” literature. After 
enthusiastic detours through the ‘‘compensa- 
tion principle’ and the “social welfare 
function,” the problem is still with us, essen- 
tially as stated by Harrod in 1938.? 

I agree with the author’s statement (p. 64) 
that “the study of low labor productivity in 
the Mississippi Delta or the Alabama Pied- 
mont does not involve a set of high, mighty 
and mystic principles apart from those 
necessary for the investigation of fertilizer 
productivity in the Marcus soil area of 
Iowa.” In fact, I have never encountered 
any principles for which any such claims 
have been made. Neither, however, do I 
hold much hope for attempts to fit analysis of 
the problem of low labor productivity into a 
model designed to deal with responses to 
fertilizer. Though certain aspects of the 
labor productivity problem can, with appro- 
priate adaptions, be fitted into such a model 
the problem as a whole contains many aspects 
which cannot. More accurately, the solution 
of the problem of low labor productivity in 
southern agriculture requires analysis of 
many issues in which such a model is of no 
use. Properly subordinated to such a broader 
context, Heady’s production economics con- 
cepts have a significant function to perform. 
But their potentialities are badly subverted 
if this context is not kept clearly in the 
analysis. 

Bushrod W. Allin has stated the issue very 
well. In commenting on Boulding’s state- 
ment that in economics “underexposure is 
worse than no exposure at all,” Allin says: 
‘By the same token, intensive exposure to 
only part of a subject with no exposure to the 
rest is worse than no exposure at all 
In fact, the illusion of certainty likely to result 
from the latter method can be worse than 
any confusion or uncertainty that may come 
from the former.”* 

The context within which simplifying 
analytic procedures are used determines 
their validity. It behooves all economists 
to recognize that in most economic problems 
with broader scope than the economics of the 
individual firm, this context derives from the 
lattice work of purposes and activities of the 
entire populace. There appears to be a 
trend among economists to ignore the hard 
requirements of these facts of life, so that we 

2R. F. Harrod, “Scope and Method of Economics,” 


Economic Journal, September 1938, esp. pp. 383-397. 
3 Quarterly Journal of Economics, August 1953, p. 376. 
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may indulge our natural penchant for exer- 
cises in symbolic logic. But it is a trend which 
is leading economists toward letting their 
tools instead of the real problems in our 
social and economic order dictate the nature 
and direction of their work and in turn the 
scope and content of economics. It is for this 
reason that Part IV of Heady’s book must be 
carefully and critically read. The book is 
certain to contribute substantially to the 
analytical power of agricultural economists; 
one would not want it to contribute also to 
directing them down the wrong track. 
(The reviewer wishes to acknowledge the very sub- 
stantial assistance of Professor W. E. Hendrix, 
University of Chicago, in the preparation of this 
review.) 

ERvEN J. Lone 
The University of Tennessee 
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The Gulf, Mobile and Ohio. By James H. 
Lemly. Homewood, Illinois: Richard 
D. Irwin, Inc., 1953. pp. 297. $5.00. 

The Gulf, Mobile and Ohio Railroad has 
a history as intriguing as success itself. The 
development of this railroad from 409 miles 
of “decrepit main line” in 1920 to 2,800 miles 
of main line in 1952 offers subject matter 
worthy of investigation. Such expansion 
during these particular years, in this par- 
ticular industry, is astounding. 

There are those who would cite the 
GM&O as tangible proof that consolidation 
is a cure-all for a weak and growing railroad. 
It is inherently true that the GM&O could 
not have achieved its present dimension with- 
out consolidation. This does nct prove that 
consolidation is the solution to financial secu- 
ity for all unstable adjoining railroads. First 
must come a healthy financial atmosphere 
before consolidation could be risked. In 
brief, consolidation under good management 
might well result in an overall greater 
financial stability; but consolidation without 
good management could give little assurance 
of financial stability. 


The GM&O was blessed with a continuity 
of supervision rarely parallelled in American 
railroad history. To Isaac B. Tigrett may be 
accredited much of the guiding genius. But 
a large part of his top-flight advisors con- 
tinuously supported him during the initial 
trial period of the 1920’s and the depression 


shortly to follow. Such programs as the 
“Over All Solicitation” plan are indicative 
of the variety of promotional devices adopted 
to prevent financial collapse. Under such 
management it was recognized that passenger 
business may add little to revenue, but it was 
the railroad’s “show window” and not to be 
neglected. And long before a new procedure 
was adopted the public was thoroughly pre- 
pared for the innovation. Such supervision, 
and not the act of consolidation, made pos- 
sible the growth and stability that followed. 

Early to see the advantages of coordinated 
rail and highway transportation, the GM&O 
organized the Gulf Transport Company, a 
motor carrier subsidiary. While the details 
of the promotional and operational proce- 
dures of the Gulf Transport Company were 
omitted, the investment proved to be a 
financial success and a fine supplement to the 
railroad service. An additional source of 
revenue was received from the Gulf, Mobile 
and Ohio Land Company, organized to 
control the royalties from the railroad’s oil 
lands. 

The more obvious highlights of the GM&O 
growth were the mergers with the Birming- 
ham and Northeastern Railway in 1927, the 
New Orleans Great Northern in 1929, the 
Mobile and Ohio in 1940 and the Alton 
Railroad in 1947. The author treats the 
Gulf, Mobile and Northern as the nucleus 
since it was the financially stable company 
seeking to incorporate the financially weak 
adjoining railroads. At the time of the 
merger with the Mobile and Ohio in 1940, 
the name Gulf, Mobile and Ohio was ac- 
cepted as the corporation’s title. 

The book is repleat with financial statistics, 
excerpts from public statements by the rail- 
road management and its challengers, hear- 
ings before the ICC and other such valuable 
detail. It is not a penetrating economic 
sonnei it is an interesting presentation of 
act. 

WaAttace I. LITTLE 
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The Mormon Village. A Pattern and Tech- 
nique of Land Settlement. By Lowry 
Nelson. Salt Lake City: University of 
Utah Press. 1952. pp. 296, ills., bibliog., 
index, appen. $5.00. 

Patience has been well rewarded in the 
publication of The Mormon Village. It is 
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about a quarter century ago that the author 
first attracted favorable attention with his 
series of pamphlets on Mormon villages.' 
These publications soon became noted and 
scarce. Those of us who have been acquiring 
selected publications since the late 20’s and 
early 30’s may be so fortunate as to list these 
pamphlets in our collection; more recent 
students of rural life usually have had to 
borrow these reports from the library to gain 
the best available picture of the Mormon 
agricultural village. 


The early studies of Mormon villages (see 
footnote) provide much of the core material 
for the present book, but much that is new 
has been added. Resurveys were made of 
Escalante and Ephraim, Utah during the 
summer of 1950, and new impressions were 
also gathered on American Fork during the 
same summer. The main and central portion 
of the book therefore presents the following 
chapters: “Escalante, 1923” (Chap. V), 
“Escalante, 1950” (Chap. VI), “Ephraim, 
1925” (Chap. VII), “Ephraim in Mid- 
Century” (Chap. VIII), and ‘American 
Fork, 1927” (Chap. IX). The first four 
chapters deal with basic patterns of land 
settlement, origin of the Mormon village, 
Mormon church organization, and church 
leadership. Chapters X to XIII present 
some of the author’s earlier published 
material on several Mormon settlements in 
Alberta, Canada, and Chapters XIV and 
XV deal with religion as a stabilizing force 
on the frontier and prospects for the future. 
No doubt most readers of Land Economics 
know that Prof. Nelson is a sociologist with 
strong interests in rural sociology. 


It is fortunate and it seems not altogether 
fortuitous that this first book-length study of 
the Mormon village was prepared by a 
sociologist. It is perhaps doubly fortunate 
that it was prepared by a respected, objec- 
tive academician who grew up in a Mormon 
village and therefore knows his subject both 
as a product and as a student. For the 
questions posed by the Mormon village have 


1**A Social Survey of Escalante, Utah,” Brigham Young 
University Studies No. 1, 1925; “The Utah Farm Village of 
Ephraim,” B.Y.U. Studies No. 2, 1928; “‘The Mormon 
Villages. A Study in Social Origins,” Proceedings of the 
Utah Academy of Sciences, Vol. VII, pp. 11-37, 1930, and 
reprinted as B.Y.U. Studies No. 3; “Some Social and Eco- 
nomic Features of American Fork, Utah,” B.Y.U. Studies 
No. 4, 1930; studies on Mormon settlements in Alberta, 
Canada, published in Group Settlement: Ethnic Communities in 
Western Canada by Carl A. Dawson, 1936. 
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been stubborn questions, giving rise to all 
manner of loose and random speculation. 
Although the Mormons in general excited 
more than their share of literary efforts, the 
answer to the village somehow remained a 
mystery wrapped in an enigma. Geographers 
and historians recognized this curious phe- 
nomenon in the American West as well as in 
certain other parts of the world, but somehow 
failed to explain its emergence on the Ameri- 
can frontier a century ago and its persistence. 
As Nelson makes clear, it was not the moun- 
tain environment per se that made the village, 
nor was the European agricultural village the 
pattern that gave us the Mormon village. 
The answer to the village can only be found 
in a close examination of the history of the 
Latter Day Saints, and more particularly in 
a study of its leaders and their ideals. Among 
these leaders stand the imposing figures of 
Joseph Smith and Brigham Young. 


Many and varied are the ingredients that 
gave us the Mormon village. Nelson writes 
(p. 28), ‘““The thesis of the author is that the 
Mormon village was a social invention of that 
group, motivated by a sense of urgent need 
to prepare a dwelling place for the Savior at 
His Second Coming.” Thus, while the 
village may in some respects be similar to 
“the Bavarian dorf, and the Russian mir,” it 
also differs sharply from those expressions in 
purpose and even in design. ‘“The pattern for 
the villages in the West was the Plat of the 
City of Zion which was designed in Kirtland, 
Ohio, and sent to the Mormons in Missouri 
to guide them in laying out the City of Zion 
(near what is now Independence). This was 
before the Mormons emigrated to Utah.” 
The Bible and the Book of Mormon were 
searched carefully to gain suggestions about 
the nature of Zion. It was noted that it 
“lieth four square, and the length is as large 
as the breadth.” Other significant considera- 
tions the author develops as background 
material are nationalism, economic com- 
munism, and millennialism. Moreover, 
group solidarity and strong church leadership 
were helpful factors in instituting this 
atypical form of settlement in the Mountain 
West. 


The author realizes very well that many 
utopian dreams and institutions were short- 
lived on the American frontier and elsewhere 
because they lacked practicality. However, 
the Mormon village served very well be- 
cause it was peculiarly adapted to Mormon 
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institutions, it provided security, and, at 
least during early days, made possible the 
efficient use of limited water and land. 


The three Mormon villages that form the 
core of the book, Escalante, Ephraim, and 
American Fork, lie progressively farther 
away—in reverse order—from the core of the 
Mormon oasis, namely, Salt Lake City. In 
general, these villages also occupy progres- 
sively poorer or more marginal sites in terms 
of livelihood. The first two sustained them- 
selves largely by a range livestock economy 
whereas the third soon developed intensive 
forms of land use, including poultry farming 
on 1-acre town lots. Partly because early 
land holdings were small and partly because 
of a rapid growth of population, pressure on 
available land resources became acute 
decades ago. Mechanization also intensified 
this problem. Underemployment and lack 
of opportunity have long been common in 
Escalante and Ephraim and population is 
declining although the village pattern per- 
sists. American Fork lies close to the Geneva 
Steel Plant (Provo) and not very far from 
Salt Lake City. Here non-farm opportunities 
have contributed to a continuing growth of 
the village, over 6,000 in 1950. This growth 
gives American Fork more of an urban 
complexion, and programs of zoning live- 
stock out of town are under way. Moreover, 
open country and line settlements are here 
modifying the original settlement pattern. 


Each survey presents a variety of socio- 
metric material, such as concentration of land 
and water ownership, amount and type of 
livestock owned, population changes, age 
groups, marital status and age at first mar- 
riage, levels of living, household conveniences, 
education, reading matter in homes, trans- 
portation and communication, church social 
organization, other organizations, city gov- 
ernment, welfare, and other topics. In 
every case, a significant trend is noted in the 
direction of economic complexity and diversi- 
fication, and also in the direction of seculari- 
zation. 


The Mormon Village is a valuable and 
helpful addition to our literature interpreting 
the genesis and changes of certain significant 
American institutions. I hope that it will 
soon be joined by other books exploring 
largely undeveloped facets of the Mormon 
village. Geographers and land economists 
in particular should find in that institution 


a wealth of material to stimulate inquiry 
and reporting. 
WALTER M. Ko_LMorGEN 
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Irrigation Derelopment and Public Water Policy. 
By Roy E. Huffman. The Ronald Press 
Company, New York. 1953. 336 
pages. $6.50. 

Huffman presents a comprehensive review 
of irrigation development, a discussion of the 
many problems connected with irrigation, 
and suggestions for future policies. The 
emphasis is on irrigation policy but the dis- 
cussion is related to a framework of general 
land and water policy and national problems. 

The first five chapters are devoted to a well- 
written review of the early history of irriga- 
tion in public land policy, water rights, and 
related land problems. Chapters 6 and 7 
deal with project organization and financing. 
Chapters 8 and 9 take up land development, 
settlement, and the integrated use of irri- 
gated land with dry crop and range land. 
Chapter 10 includes a discussion of multiple- 
purpose projects and river basin develop- 
ment which leads into the next three chapters 
on the public interest in water resources and 
problems of evaluation and economic feasi- 
bility. 

In a chapter on the growth of irrigation in 
the humid areas, the benefits of supplemental 
irrigation and irrigation as drought insurance 
are pointed out. Problems outlined in the 
humid areas include the need for technical 
assistance and the growing conflict over water 
rights. 

Chapters 15, 16, and 17 are devoted to 
irrigation development in relation to popula- 
tion outlook and food requirements, to alter- 
native sources of expanded production, and 
to long-term national and foreign policy. 

Up to Chapter 18 Huffman presents several 
points of view on the important issues without 
attempting conclusive answers. In this last 
chapter he summarizes his ideas as to a 
sound irrigation policy. 

In the Preface a reference is made to Ray 
P. Teele’s Economics of Land Reclamation 
which was published in 1927. Here we have 
two books covering a span of 50 years of ex- 
perience in irrigation—one a cross section at 
the end of 25 years, the other at the end of 50 


University of Kansas 
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years. A detailed comparison of the two 
books is not possible in this short review but 
the studentof irrigation will find such acom- 
parison not only worth while but also disturb- 
ing, because too many of the problems that 
Teele outlined are unsolved, or perhaps are of 
greater magnitude today. 

For example, both Teele and Huffman 
agree that costs should be borne in relation 
to benefits but they both also agree that 
irrigation farmers generally do not benefit 
enough to bear all the costs of irrigation— 
1927 or 1953. Is there a “public interest” or 
benefit that should bear these extra costs? 
Teele answered this simply by recommending 
that irrigation district boundaries be ex- 
panded to include in the cost-sharing those 
people who demand irrigation projects. He 
felt these would be mostly local communities 
and businesses, although he did suggest inter- 
state districts. Huffman points out that for 
several reasons public interest in resource 
development has grown over the years and 
as we attempt large multi-purpose water 
development projects and river basin pro- 
grams, determination of the public and 
private interest becomes very complex. 

Because Huffman’s book is so compre- 
hensive and thoroughly documented it will 
be widely used by students of resource eco- 
nomics. It is complete enough for the usual 
coverage of the subject and will be a good 
starting point for more detailed studies of any 
phase of irrigation. 

Harry A. STEELE 
Agricultural Economist, 
United States Bureau of 
Agricultural Economics 
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Economics of Transportation. By Russell E. 
Westmeyer. New York: Prentice-Hall, 
1952. Pp. VIII, 741. 

This text by Professor Westmeyer deals 
with all branches of commercial transporta- 
tion except overseas water transportation 
and intracity passenger transportation. The 
emphasis is on regulatory and public policy 
aspects of the subject rather than upon the 
business aspects of transportation of immedi- 
ate concern to managements and shippers. 
The general plan of organization is to give a 
complete treatment of each agency of trans- 
portation in turn, rather than to treat suc- 
cessive topics “across the board” with refer- 


ence to each agency of transportation. In 
this respect it differs from some other recent 
transportation icxts. Railway transportation 
is given the most space, approximately 320 
pages, while highway, water and air trans- 
portation are each given between 80 and 90 
pages and other agencies of transportation 
about 50 pages. It may appear to some that 
a disproportionate emphasis is given to 
railway transportation, but Westmeyer de- 
fends the larger amount of space allocated to 
railways on the ground of their long history 
as a regulated enterprise, their greater im- 
portance in terms of traffic volume and the 
fact that much of what is said with reference 
to railways is applicable to other agencies of 
transportation also. 

There will probably be even greater differ- 
ence of opinion concerning the wisdom of 
the author’s allocation of space to the various 
topics within each of the sections dealing with 
the different agencies of transportation. It is 
the reviewer’s opinion that, in general, the 
volume would have been greatly improved 
ifa larger proportion of the available space had 
been devoted to economic analysis and its 
application to the transportation industry. 
Apart from brief analyses incidental to the 
discussion of various topics throughout the 
book and some discussion of cost and demand 
in the chapter on “Determination of Rates on 
Specific Commodities,” formal economic 
analysis is confined almost entirely to the 
chapter entitled “Some Economic Character- 
istics of Railroad Transportation.” This 
chapter discusses in twenty-three pages the 
cost characteristics of the railway industry, 
discrimination, competition, cooperation, and 
combination. The reviewer is of the opinion 
that the first two of these topics are of such 
fundamental importance as to justify more 
extended treatment. Likewise the relation 
of freight rates to the location of industry and 
the relation of freight rates to commodity 
prices would each seem to merit a chapter, 
but the former is given only three pages in the 
introductory chapter and the latter no specific 
treatment at all. There may be general 
agreement with the author’s decision to give 
relatively little space to consolidation and the 
fair-return-on-fair-value problem, but the 
related strong-and-weak-road problem would 
seem to merit more than the incidental dis- 
cussion which it receives in this volume. The 
reviewer cannot agree with the author’s view 
that rate discrimination is no longer a suff- 
ciently important problem to warrant ex- 
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tended treatment; the otherwise good chap- 
ters of classification and rate structures would 
have been strengthened by a discussion of the 
legal and administrative doctrines relating to 
sections 3 and 4 of the Interstate Commerce 
Act and by a more extended treatment of 
market competition. The section on national 
transportation policy includes an ample 
treatment of subsidies and other topics, but 
lacks a discussion of the merits and limitations 
of various cost of service and value concepts 
upon which policies designed to achieve 
transport coordination must rest. 

Apart from the foregoing omissions, which 
some may not regard as important, the re- 
viewer is of the opinion that the volume 
possesses substantial merits. Students to 
whom he has assigned individual chapters 
have found them well-organized and clearly 
written. Supplemented at a few points by 
lectures or outside reading the volume should 
prove to be very satisfactory for transportation 
courses emphasizing the public policy ap- 
proach. 

RoBerT W. HaRBESON 
University of Illinois 
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Economic Problems of Free Japan. By Jerome 
B. Cohen. Princeton: Princeton Uni- 
versity, Center of International Studies. 
Pp. 96. $1.00. 

Professor Cohen’s Japan's Economy in War 
and Reconstruction (Minneapolis: University 
of Minnesota Press, 1949) established his 
position among America’s leading authorities 
on the contemporary Japanese economic 
scene. Its final chapter, entitled ‘The 
Economy Under Occupation” was however 
highly tentative, and in some places already 
outdated when it appeared. In the present 
volume Professor Cohen has brought this 
chapter up to date and added policy recom- 
mendations for the near future. 

The elementary student will be in particu- 
lar debt to Cohen the statistician, for he has 
gathered in brief compass a great body of 
well-chosen and up-to-date material from a 
wide variety of standard Japanese sources not 
available in this country except in the most 
specialized libraries. These are used most 
judiciously during the first two-thirds of the 
book to illustrate both Japan’s economic 
plight and the meagerness of the efforts thus 


far made toward its solution. Japan has too 
many people on too little land, and has had 
since 1900. Until World War 1 she solved 
her problems by industrialization; for the 
inter-war period by imperialism; her post- 
war solution is not yet apparent, despite 
Cohen’s own contribution. 

In the final third of this book, Cohen the 
economist takes over from Cohen the 
statistician, and develops a position not cften 
supported by impartial authorities either in 
America or in Japan. His thesis is that 
Japan has no need of Chinese trade and that 
her economic problem can be solved as a 
corollary to the economic development of 
Southeast Asia into a source of raw materials 
for Japan and an outlet for Japanese export 
products. What is proposed bears a family 
resemblance to the defunct Co-Prosperity 
Sphere, except that China is excluded (and 
America is presumably to guarantee the Co- 
in Co-Prosperity). If all the world’s net 
capital formation were to be concentrated 
for a few years in the ECAFE region, this 
dream might easily come true. Nevertheless, 
to make his somewhat unorthodox thesis 
convincing, Cohen should have shown where 
the billions of resources would come from 
which are necessary to so massive a develop- 
ment program as he envisages in time to keep 
Japan afloat and a going concern. This, 
despite the abundance of his statistics, he has 
not done; the omission imparts to his case an 
aura of either wishful thinking, wild-eyed 
inflationism or incomplete candor. 

Certain of the minor details of Cohen’s 
prescriptions both for Japan herself (33 
points) and for the United States (12 points) 
seem calculated to arouse opposition more 
than commensurate with the good which they 
may accomplish if adopted. For example, 
he would have the United States force on a 
reluctant Britain admission for Japan to the 
General Agreement on Tariffs and Trade 
(GATT) and to the most-favored nation 
treatment which such admission implies. He 
would also make American aid to third 
countries dependent on their abstention from 
discrimination against Japanese exports, and 
require South Asian countries to concentrate 
procurement in Japan for their development 
programs. He also favors devaluation of the 
Japanese yen, without consideration for 
possible foreign reprisals or for the internal 
consequences of increased prices for Japan’s 
imported food. Within America, he advo- 
cates not only lowered tariffs on imports from 
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Japan but a positive “Buy Japanese” cam- 
paign. Within Japan, he advocates a num- 
ber of unpopular measures such as raised 
transportation and public utility rates (to 
cut consumption), rationing of capital, dis- 
missal of excess workers, tax incentives for 
saving, and a balanced budget (apparently 
at the present level of defense expenditures), 
with no detail as to the softening of the 
various blows which are involved. 


If Professor Cohen desires to prove to the 
State Department, to New York investment 
houses, or to the China Lobby the compati- 
bility of his positions as Far Eastern expert, 
Institute of Pacific Relations consultant, and 
orthodox anti-Communist, his present con- 
tribution is an unqualified success. But if his 
purpose is an effective solution for Japan’s 
economic dilemma, this reviewer must con- 
clude that his case is unproven and the disease 
uncured. 

M. BRONFENBRENNER 


University of Wisconsin 


The Progress of Underdeveloped Areas. Edited 
by Bert F. Hoselitz. Chicago: Univer- 
sity of Chicago Press, 1952, pp. x, 297, 
$4.75. 

This volume, the joint product of sixteen 
authors and an editor, is the published result 
of the twenty-seventh Institute of the Norman 
Waite Harris Memorial Foundation, held at 
the University of Chicago, June 18-21, 1951. 
Although of uneven quality, the contribu- 
tions onthe whole area stimulating presenta- 
tion of a wide range of our current social 
science thinking on the problems of under- 
developed areas. 

Throughout the various lectures certain 
recurring themes stand out. Three of these 
are noteworthy, primarily because of the 
varied forms in which they continually re- 
appear: 

(A) Economic development must make 
sense to those involved. Its foundations must 
rest on the pursuit of goals that they accept, 
and it must promise the fulfillment of needs 
that they feel or can conceive. Though the 
impetus for economic growth and develop- 
ment may come from without, its form and 
direction will be determined from within, in 
terms of the goals, institutions, and felt needs 


of the culture concerned. This point is 
impressively made and restated by Melville 
Herskovits, Marion Levy, Morris Opler, 
Walter Goldschmidt, and Jacob Viner. 

(B) No matter how disruptive to old and 
stable cultures the impact of industrializa- 
tion may be, to delay it is dangerous. Socio- 
logical and anthropological literature is re- 
plete with examples of the harm that has been 
done by ill-conceived programs of technologi- 
cal change and “development.” This should 
argue for caution but it should not be used as 
an argument for inaction. The whole world 
is today paying a price for Russia’s failure to 
emancipate her peasants and embark upon 
industrialization policies at an early time. 
Significantly, Alexander Gerschenkron makes 
this point in the first lecture, Albert Hirsch- 
man echoes it in a different context in the 
book’s closing paragraphs, and it is liberally 
argued in between. 

(C) Land tenure reforms are fundamental 
to the solution of many of the problems of the 
world’s less developed countries. Almost all 
the authors touch in some fashion on this 
issue. One of the most penetrating arguments 
is made by Morris Watnick in a discussion of 
the appeal of communism to backward 
peoples. Land hunger alone, he points out, 
is not the base for communist success. Rather 
it is the mobilization of the native intelli- 
gentsia, who alone can give direction and 
form to what would otherwise be acute but 
amorphous agrarian discontent. 

This volume is full of challenges to popular 
beliefs and firmly held misconceptions. Labcr 
is plentiful in most underdeveloped countries, 
but this does not mean they can use it 
lavishly. Skilled labor is scarce, and this may 
go far in explaining why they must concen- 
trate on labor-saving undertakings in early 
programs for industrialization. In the long 
run, however, the very absence of a semi- 
skilled class of craftsmen and artisans may be 
an advantage. Ralph Linton points out that 
“there is no group in the world which cannot 
be mechanized,” and there may in fact be an 
advantage in having to train a wholly new 
labor force. They have less to unlearn! 

Frequent reference is made to our Western 
faith in the power of economic forces to bring 
about needed changes. Ironically, we couple 
this with a violent rejection of the ideology of 
economic determinism, to the confusion of 
many “backward” peoples. 

There is a plea in this volume for a reexami- 
nation of the nature of our investments in 
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technological aid to other countries. The 
technologies of the field and the factory may 
not be the ones most critically needed. 
Konrad Bekker makes a cogent argument for 
the pervasive value of capital investments in 
government, in education, and in public 
health,:which may, on balance, “‘outrank all 
others in their contribution to economic well- 
being.” 

This book will be of lasting value to those 
concerned with the progress of underde- 
veloped countries. It should rank high on 
the list of required reading for anyone con- 
templating a mission abroad. The Univer- 
sity of Chicago is to be congratulated for this 
valuable and timely contribution. 


Puiuip M. Raup 
University of Minnesota 


Elements of Cartography. By Arthur H. 
Robinson. New York: John Wiley & 


Sons, 1953, pp. 254, including appendix, 
bibliography, and index. 

Professor Robinson’s Elements of Cartog- 

raphy, although written for the professional 


cartographer, has a great deal to offer to 
part-time amateur map-makers and map- 
users. In the first place, it is a revealing 
description of the selective, analytical method 
by which a cartographer makes a map show 
what he wants it to show, The casual map- 
user, whois likely to think of a map asarather 
passive and mechanical portrayal of space 
relationships, is told that “figures can lie, 
cartographically at least, if they are not 
properly presented.” The author stresses 
visual impression as a characteristic inde- 
pendent of the intrinsic accuracy and 
appropriateness of the data mapped, and he 
uses many illustrations to show how varia- 
tions in map design may exaggerate or sup- 
press characteristics of the basic data. Pro- 
fessor Robinson, of course, is persuading 
cartographers to respect the sharp edges of 
their analytical tools, but his remarks have a 


clear implication for anyone who uses maps 
as reference materials. It is evident that a 
knowledge of cartographic problems and 
techniques is essential to the valuation of 
mapped information in much the same way 
that a knowledge of statistical methods is 
prerequisite to an understanding of averages 
and index numbers. 


Elements of Cartography covers the whole 
process of map-making from the _ initial 
selection of data to the actual drawing. At 
every stage it offers specific information and 
suggestions that will be invaluable to anyone 
who makes maps. As a whole, the book re- 
flects the author’s belief that the most im- 
portant decisions in map-making are neces- 
sarily made in the planning stage by the 
originator of the map-idea, who is often 
neither a trained cartographer nor a drafts- 
man. Pvofessor Robinson has therefore de- 
liberately provided the kind of information 
needed by (for instance) an economist who 
wants to use maps to analyze or illustrate 
economic relationships. Such cartographic 
problems as projections, scale, generalization, 
and quantitative symbolism are presented 
not as technicalities for the draftsman but as 
decisions intimately related to the purpose of 
the map and to the selection and organization 
of the data to be illustrated. The map- 
planner must alsc consider how the map is to 
be reproduced, and will be aided by the 
informative discussions of printing and photo- 
graphic processes, effects of reduction in 
scale, visibility of lettering, and use of color. 
Since many of the principles of map design 
apply equally to the planning of charts and 
other graphic displays, this textbook can be 
recommended as a manual for anyone who 
uses graphic methods in publications or in 
the lecture room. It is so well written and so 
handsomely presented that even the most 
casual reader will find himself persuaded to 
a growing interest in cartography. 


C. W. LoomMER 


Department of Agricultural Economics, 
University of Wisconsin 





Notes on World’s Housing Needs 


Recent estimates indicate that even if the prewar rate of housing con- 
struction were doubled it would take the average country in Europe more 
than twenty years to catch up with its housing needs: ranging from six years 
in Sweden to a hundred and fifty years in Greece. But the prewar rate of 
construction has not been doubled; it has only slightly increased. If a million 
and a half units were built a year, the needs of the United States would be 
satisfied only after ten years. But the building industry has not yet topped 
one million four hundred thousand units in any one year, and the postwar 
average is well below that figure. 


In Asia, Africa and Latin America, the situation is rather appalling. A 
lack of statistics in these countries makes it difficult to measure the full extent 
of the problem. In the industrialized West from 60 percent to 80 percent of 
the dwelling units have one or less occupants per room, but in typical under- 
developed countries 60 percent to 80 percent of the dwelling units have three 
or more persons per room: sometimes as many as two whole families. Latest 
rough estimates suggest that, in Asia alone, there are over 150 million families 
living in overcrowded, unsanitary, sub-standard quarters. 


These living conditions in turn menace the health and well-being of 
practically the entire population and constitute a formidable drag on all 
national and international efforts to bring about economic and social advance- 
ment. 


The causes of the present world-wide housing shortages are varied, as are 
the possible remedies. The housing shortage in industrialized countries is in 
large part a legacy of bad planning, or rather the absence of planning, in the 
early days of the very industrialization process which made these countries 
rich. As industrialization got under way there was an inevitable population 
shift from the country to the towns. Accommodation for these hundreds of 
thousands of new urban dwellers grew up haphazardly wherever it was most 
immediately convenient or profitable to build. _ Overcrowding and poor 
sanitation developed rapidly and the basic condition was aggravated by years 
of neglect, wartime destruction, natural decay and continued population 
growth. Another factor, recently of particular significance in some areas, has 
been the population shift resulting from the movement of vast numbers of 
political and other refugees. 
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The problem now is to catch up with past decay as much as to plan and 
build for the future. The solution is rendered infinitely difficult because 
building materials, land, and labor in industrialized countries has risen to a 
point where it is beyond the means of the majority of wage earners to pay a 
commensurate rental. The building industry has lagged behind other 
industries in developing advanced, mass production techniques. This con- 
tributes to high costs and low output. 


* * * * 


In recent years, experiments have been made in many parts of the world, 
notably in Australia, the United States and South Africa, in methods of mixing 
with earth some stabilizer, such as cement, asphalt, or lime, so that solid, durable 
houses can be built with this most abundant and cheap of materials—earth. 
To get good “stabilized earth” for building calls for more than the haphazard 
mixing of a little cement with any earth that may be available. The quality 
of the local soil has to be carefully analyzed and the best mix determined by 
research and experiment. 


Rammed earth construction, in one form or another, is being increasingly 
used in many parts of the world. It is being applied on a large scale in the 
rebuilding of Korea by the United Nations Reconstruction Agency. But the 
use of rammed earth is no panacea for the housing problems of underdeveloped 
countries. In some parts of the world the soils or the climate are not suitable, 
or other traditional methods can give better results if improved techniques 
are applied to them. 


The essential requirement in the industrialized countries is modernization 
of the building industry combined with sound financing methods designed to 
cushion the cost to the lower income groups and so make it possible for them 
to buy or rent decent living quarters. In the underdeveloped countries the 
situation is a different one. 


The Statistical Yearbook, which is prepared by the Statistical Office of the 
United Nations with the cooperation of the statistical authorities of some 130 
countries and of the UN Specialized Agencies and other inter-governmental 
bodies, includes 182 tables of international statistics on demographic, economic, 
financial, social and cultural subjects. The territorial coverage is reflected in 
the country index which lists approximately 250 geographical areas. This 
578-page, bilingual (English and French) volume may be obtained from the 
Columbia University Press, International Documents Service, 2960 Broadway, 
New York 27, New York. Price: $7.50 clothbound, $6.00 paperbound. 
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How Big Is the Housing Job Relating to Nonwhites 
in Nonfarm Areas? 


The Race Relations Service of the Housing and Home Finance 
Agency has issued the following summary statement of an over-all estimate 
of the non-farm housing requirements of nonwhite families. The only 
comparable estimate was published by this journal, November 1948, 
in a piece titled, “The Housing Needs of the Nonwhite Population in 
Nonfarm Areas,” by Douglas Rosenbaum. This statement was prepared 
by B. T. McGraw, Deputy Assistant to the Administrator in consultation 
with E. E. Ashley, III, Chief, Housing Economics Branch. (Editor) 


"THe magnitude of the nonfarm housing job required to serve nonwhite 

families adequately can be estimated from 1950 Census data and 
projections applied to the nonwhite segment of the housing inventory 
and population changes. Such analysis for the intercensal decade, 
1950-1960, indicates that some 21% million nonfarm dwelling units 
would need to be provided through new construction, conversion, or 
rehabilitation to serve nonwhite families adequately by 1960. To 
meet this need within any reasonable period will challenge private 
industry to increase greatly the provision of good housing available to 
nonwhite families through new construction, conversion or rehabilitation 
in nonfarm areas. If this total job were to be done by 1960, approxi- 
mately 250 thousand such nonfarm units would have to be so provided 
annually to serve nonwhite families adequately, and even to meet half 
of these requirements would mean an annual average of 125 thousand 
such units. 


The federal government is ready to assist the private home building 
and lending industry in this task but the pace at which the job will be 
done rests primarily with the industry itself. 


This analysis for the intercensal decade, 1950-1960, derives the 
following estimates of specific components of nonfarm housing require- 
ments for nonwhites: 


700,000 additional nonfarm units needed for new nonwhite family 
formation. 


1,600,000 nonfarm units occupied by nonwhites (in April 1950) which 
were identified in the 1950 Census as either dilapidated non- 
farm or urban units lacking private bath or toilet. 


40,000 nonfarm units occupied by nonwhites (in April 1950) which 
will be lost by 1960 through disaster, demolition, etc. 


2,500,000 ttal nonfarm units needed to be provided during 1950-1960 
through new construction, conversion, or rehabilitation to 
serve nonwhite requirements adequately. (These estimates 
include no allowance for any vacancy or undoubling in non- 
farm units occupied by nonwhites, nor for their net immigra- 
tion to nonfarm areas.) 
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